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AMERICAN-MARIETTA 
BRIDGE SUPERSTRUCTURES 


| 7 A “traffic stopper’”’ only on the way to the job, these 103’ lengths of 
d Amdek linear prestressed beams actually prevented a long traffic 
tie-up for the City of Scranton, Pa. by cutting bridge building time 
to a few days. And, in spite of their record length, these Amdek 
members are only 48 inches deep—a minimum depth-to-span ratio 
that means less weight plus the economies of greater clearance and 
reduced fill. Amdek linear prestressed beams were selected for this 
bridge over all other designs because of lower cost . . . speed of 
erection . . . ready availability of materials and ease of delivery. 
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Fast, trouble-free erection of Amdek concrete MAILED ON REQUEST 
bridges has resulted in their widespread accept- ‘ 

ance by highway officials, engineers, contractors A copy of the American- 
and the public. Depend on Amdek to provide Marietta Financial Progress 
superior structures on schedule and at low cost. Report to shareowners for the 


First Quarter of 1958 is avail- 
able on request. 
Address Dept. 94 


AMERICAN-MARIETTA COMPANY 


101 EAST ONTARIO STREET, CHICAGO ff, ILLINOIS 
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je bedrock of an engineering and construction company is 
the corps of key men in key positions—permanent men whose 
skill and knowledge have been built up through years of experi- 
ence in a wide variety of jobs. Pictured here are just a few of the 
men who make up the permanent organization of F. H. McGraw 
& Company: engineers, cost accountants, construction superin- 
tendents and foremen who have handled more than a billion dollars 
worth of engineering and construction in the past 28 years. 


In all phases of construction, from preliminary design through 
finished building and mechanical installation, McGraw men have 
compiled an impressive record of achievement for the major firms 
in American Industry and for Government. McGraw men and 
machines are tooled and ready to take on any engineering and 
construction assignment. We would be happy to have a McGraw 
engineer call to discuss your construction needs—with no obliga- 
tion, of course. 


Engineers and Constructors to American Industry 
51 East 42nd Street, New York, New York 


In MONTREAL: F. H. McGraw Company of Canada, Ltd. 
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MEN OF McGRAW 


The professional construc- 
tion men who make up the 
McGraw team include some 
who have been with the 
company nearly a quarter of 
a century, and many who 
have nearly 20 years’ serv- 
ice. Included are “pros” like 
Field Accountant “Patty” 
O'Brien, a 24-year veteran; 
Project Manager John Galley, 
11 years; Construction Fore- 
man “Bronco” Monacchio, 22 
years; Field Engineer “Jiggs” 
Ossenfort, 16 years; Project 
Engineer George Fulton, 12 
years; Chief of Supply Bob 
Moeller, 23 years; Construc- 
tion Superintendent Mike Dy- 
kun, 19 years. 

These men, and others like 
them, are veterans of major 
McGraw construction achieve- 
ments for such clients as 
Ford Motor Co., U. S. Steel, 
Kimberly-Clark, Union Car- 
bide, Westinghouse, General 
Aniline, U. S. Rubber and 
other leading industrial firms. 
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NEW DIRECTIONS IN EDUCATION 
FOR BUSINESS 


THOMAS H. CARROLL 


As OUR competition with the Russians becomes 
more economic and less military in character, the 
Russian challenge must be met by our industry. 
In the face of tremendous industrial growth in 
Russia and our own recent lag, we need to make 
decisive preparations for the competition to come. 
Businessmen and business educators must encour- 
age even more strongly the development of com- 
petence and responsibility in business students. 
Members of the Ford Foundation, which has been 
particularly concerned with education for busi- 
ness, have observed trends toward better modern 
education for business arising in business schools, 
and especially in the new experimental programs 
instituted by many schools. 

e Business schools are abandoning the narrow 
vocational approach. 

e Many schools are revamping their present 
curricula in light of changing industry needs. 

e A rather large number, combating overspe- 
cialization of courses, have combined several 
limited courses into more comprehensive 
studies of whole areas. 

e Programs are now becoming more research- 
oriented. 

e A number of schools are stressing the impor- 
tance of graduate education through the doc- 
toral level. 

e Most are adding “executive” programs, em- 
bracing the “continuous voyage” concept of 
education. 

Whether or not we acquit ourselves honorably 
in future competition with the Russians may well 
depend much on the quality of our business stu- 
dents’ education. 
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RRENT RECESSION—SOME 
U 


U 
CAUSES AND CURES 


CLARENCE R. JUNG 


THE FeperA Reserve Board holds that “creeping 
inflation” generates a kind of overconfidence that 
can be checked only by unemployment and de- 
clining profit margins. Forgotten is the relation- 
ship between investment and consumption called 
the “accelerator.” The law of acceleration states 
that demand for capital goods depends upon the 
rate of change in consumption or final sales. The 
operation of this principle is the essence of the 
economy's problems. 

Moreover, the crucial role of business expecta- 
tions in the operation of the accelerator is often 
overlooked. Businessmen are not naturally pessi- 
mistic; but once confidence deteriorates, a chain 
reaction sets in, and the accelerator operates vig- 
orously on the downside. The operation of the ac- 
celerator, intensified by changes in expectations, 
leads to economic extremes. 

These considerations argue for directing the 
system at full speed ahead—or at even a slightly 
faster pace. If the accelerator is to serve rather 
than defeat the economy, a monetary and fiscal 
policy must keep investment running at high gear. 
It should seek to create an environment—not il- 
lusory, however—in which business anticipates a 
bright future. 

A declining economy will not stop at a point 
slightly below growth potential; it is more likely 
to spiral downward. In spite of opposing argu- 
ments, therefore, the problem is not so much to 
prevent inflation as it is to sustain the boom. Our 
national economic policy should be aimed toward 
developing the potential growth of American cap- 
italism; it is capable of feats of economic perform- 
ance greater than those of the last decade. 
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WILSON & Co., INC. 


‘WILSON & CO. 


provides top-grade benefits 


for its employees... 


..with GROUP MEDICAL CARE INSURANCE 
from NEW YORK LIFE 


Wilson & Company, a name long associated with top-grade 
meat products, extends this reputation for quality to its em- 
ployee benefit program, too. A major feature of the program 
Sa New York Life Group Medical Care Insurance Plan to 
help protect employees and their dependents. 

Hospital, Surgical and Medical Expense Insurance is in- 
cluded in the Wilson & Company Plan—as well as Maternity 
and Polio benefits. 

Wilson is among thousands of American firms which have 
ound that such protection results in better employee relations. 
\ New York Life Plan is low in cost, easy to install and 
an be designed to meet the specific needs of any organiza- 
‘on. Ask your agent or broker—or mail the coupon—for 
Nore information about New York Life group coverages. 





WHEN YOU THINK OF GROUP INSURANCE, THINK OF NEW YORK LIFE 


NEW YORK LIFE 


INSURANCE COMPANY 


Dept. BH-1, 51 Madison Avenue 
New York 10, N. Y. 





Please send me, without obligation, details of the Group 
Insurance coverages offered by New York Life. 


Name 





Address 





0 —————— State. 
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MANAGEMENT 
INTERVIEW 


At the executive inquiry station of the IBM 305 Ramac, Wayne E. Brown, President, and Roger Shaul, of Big Bear Stores, get the 
up-to-the-minute inventory status of any one of 4,000 items instantly. 


HOW IBM 305 RAMAC’ HELPED BIG BEAR 
ADD 6 MORE STORES AND 
CUT INVENTORY 15% 


IBM i AM AU, 


inventory pre blems an i set a new pact 


Inventory control —a vital problem in most : From a management point of view what is the most 
industries — is perhaps nowhere as challenging significant benefit that you get from Ramac? 

as in the hotly competitive chain supermarket 
field. Big Bear Stores has set a growing pattern 


In a word — control. For the first time in our exist 
rer 
A. ence we have inventory and the related details # 


for even the giants in this burgeoning industry 
by turning to the fabulous IBM 305 Ramac 
with its 5-million-character disk memory. 
What can Ramac do for these businesses, Q. ye ae ee ee 

and for any business where complex, fast- , 

moving inventories are a problem? Here are Well, it was. You see, we experience a 99% activit) 
some of the answers as given by Wayne E. A. on 4,000 items each week. We operate 27 Big Beat 
Brown, President of Big Bear Stores. supermarkets within a radius of 135 miles from our wale 


ordering, storing, shipping and billing right under our thumb 


tion i 












house. With Ramac our stores are assured that their order 
requirements will be met, as our buyers are now informed 
of stock movements on a daily basis. The only clerical opera- 
tion is a pencil check on the store manager’s order book. 





@ Has this automatic handling of inventory changed 
"* your operation in any way? 


A Not only our operation . . . but our whole concept of 

” operating. Just think...we are now operating 
twenty-seven stores with less inventory and in 20% less 
warehouse space than we used to need for twenty-one! 
With one warehouse location and automatic order prepara- 
tion, we've speeded our store deliveries by eight hours. 
Another thing, we've now leveled off the peak- -and-valley 
work-load schedule and eliminated overtime that the old 
system demanded. What's more, costly special orders are 
no longer a problem. 


Q. Is that all? 


No, Sir. In our operation, as in most distribution 
* businesses, there are a lot of special situations in 
pricing, billing, editing of orders, and so forth. You've got 
to stay on your toes to make certain these situations are 
handled correctly. With RAMAC special situations are rec- 


ognized by the machine . . . and are handled automatically. 


Q Does the ability of RAMAC to do all the things 
* you say have any effect on your competitive position? 

A Well, look at it this way. Whoever has the tightest 
control over the details of his business has the 


The 


. . *,? . ” 
you dare running your business or its running you. 


strongest competitive edge. Take the simple but important 
ability of Ramac to process orders on an order-to-order 
basis. We start processing orders at 8 in the morning and by 
9:30, each day, the warehouse is starting to fill them. By 
noon the whole order-writing job is completed by Ramac. 
Just think what this means on merchandise that is widely 
advertised by the producer. And there is another fine fea- 
ture; all special deals, substitutions, and allocations are han- 
dled automatically by the Ramac. No store ever misses out. 


© If you're doing so much on Ramac now, how about 
* your future growth with the system? 


Ramac is doing plenty but it has enough capacity 

for our plans. Matter of fact, this was a vital con- 
sideration for us. We wanted a system we could install and 
not have to change in another couple of years. 


Q. 


That was an important one. But, others figured, too. 
Perhaps as important as any equipment considera- 
tion was IBM’s cooperation, service and sympathetic under- 
standing of the problems of our business. In the grocery 
business we place a premium on good service. We make 
sure our customers get top service and evidently you fellows 
do, too. 


Is that the principal reason for choosing Ramac? 


DATA 


PROCESSING 





INTERNATIONAL BUSINESS MACHINES CORPORATION 
590 MADISON AVENUE, NEW YORK 22. NEW YORK 


ou handle the details of ordering, storing, 


shipping and billing actually determines whether 


WAYNE E. BROWN 
PRESIDENT, BIG BEAR STORES, INC 
COLUMBUS, OHIO 
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HOW TO CUT PRODUCTION COSTS 
EFFECTIVELY 


SIDNEY R. CATSIFF AND J. RUSSELL HERITAGE 


Facinc the need to bolster sagging profits, many 
companies will either hesitate too long or rush in 
blindly to cut costs. Catsiff and Heritage offer 
practical suggestions for cutting manufacturing 
costs quickly and efficiently during present eco- 
nomic setbacks. 

The first step is taking stock: reviewing com- 
pany and competitor profits over a period of years 
and estimating short-term sales volume. From this 
you can draw approximate goals and deadlines. 
For immediate action the data may be used to 
determine exactly where the money is going; at 
the same time the departments may review their 
activities to see where they may cut costs. You 
must have a continuous flow of cost-reduction 
ideas during the entire process. 

Management attitudes are vital all along the 
line. Now is the time to solidify supervisory ranks, 
to show top management approval, to get staff 
idea-men busy. 

As a specific guide to action, the authors give a 
check list of tried methods for reducing costs in 
all areas of manufacturing. 


DEBATE ON PAY TY 


TELEVISION’S NEW DIMENSION: 
SUBSCRIPTION TV 


EUGENE F. MCDONALD, JR. 


IN THE current controversy about whether or not 
a trial in the market place for subscription Tv 
should be approved by the rcc, McDonald took 
a firm stand in favor of approval; his article pre- 
sents the chief arguments on the pro side of the 
debate. 

The article points out that subscription tv 
could bring to interested viewers many programs 
and events not now available on television: cur- 
rent Broadway plays, full-length concerts, sports 
events not televised at the present time, up-to- 
date Hollywood movies, and even college courses. 
Tv stations would present subscription features 
for only a few hours a week—the remainder of the 
stations broadcast time would be devoted to 
“free” programs. The economies of subscription 
tv would allow many new television stations to 
appear, stations that could be self-supporting. 

It points out that the major opponents of sub- 
scription Tv are the movie theater owners—for 
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obvious reasons—and the present television net- 
work operators. It maintains that the networks 
have encouraged the presentation of a distorted 
conception of subscription tv; that they have mis- 
used survey results to prove their point. 

If subscription tv is as undesirable as its op- 
ponents claim, said McDonald, then it will cer- 
tainly fail. But it is entitled to a fair trial by the 
American people—a fair trial that McDonald be- 
lieved the networks are determined to prevent. 





















































PAY TELEVISION: AN ECONOMIC 
MONSTROSITY 











RICHARD S. SALANT 








SHOULD we or should we not have subscription 








television? Salant firmly believes that we should 
not, and in this article he emphatically states his 














arguments. 











e First, says the author, the American people 
do not want pay Tv; they have revealed this 
through numerous polls. 




















e Second, pay Tv would really add nothing new 
to television as an entertainment medium. In- 
stead, it would take away from many viewers 

















programs they now enjoy at no cost by forc- 
ing them to pay for what they see. ( Although 
its proponents claim that it will present such 
productions as Broadway shows, musical 
programs, and sports events, all these are now 
available free to television viewers. ) 


























e Third, pay Tv, instead of representing prog- 
ress, would be a step backward. It would pro- 
duce an elite class of viewers—those with 
enough money to pay to watch television. 


Salant maintains that even a test in the market 
place for pay Tv would be a mistake. The trials 
themselves would be unfair because they would 
be conducted over existing channels during prime 
viewing hours, thereby depriving viewers of ordi- 
narily free programs. 


PLAN PRODUCTS FOR FUTURE it 
GROWTH 


TAYLOR W. MELOAN Be 
! 


CuRRENTLY MANY companies are undertaking 
product line changes in order to increase profits. 
Meloan surveys diversification policies and prob- 
lems in selected industries. 

Whether the company decides to add a product 
unrelated to present ones or a related product, 













How Modern Bruning 
Copying Machines Slash Es 
Accounting Paperwork 4= 


Miaake Updated Copies Mechanically! 


1. Enter new or variable information on the original 
form or worksheet printed on ordinary trans- 
lucent paper. 


2. Make sharp, black-on-white, “photographic 
copies of the updated original in your Bruning 
Copyflex copying machine—in just seconds. Any 
number can be made, and at less than a penny 
each for materials for the 82 x 11" size. 


a” 


3. To re-issue the report, with new or additional 
information, simply add this information to the 
original translucent form or worksheet and make 
new Copyflex copies. 


That’s it — with modern Bruning Copyflex copying 
machines! No rewriting or retyping of basic or repet- 
itive information from one form to another. No clerical 


\BRUNING 
Copytlex 


copying errors. No proofreading. You free personnel 
for other vital work; get reports out days earlier. 

You can apply Copyflex to almost any accounting 
or systematized paperwork in your business. And any- 
one in your offices can make Copyflex copies. Just place 
the translucent original on a sheet of sensitized Copyflex 
paper and feed both into the copying machine. A sharp, 
black-on-white copy (or color-tinted, if desired) emerges 
in seconds. Machines are clean, quiet, and odorless — 
ideal for office use. They are available with copying 
widths up to 54” and are priced as low as $555 for the 
handy table model shown above. 

Use the coupon below to get your copy of our 
16-page booklet that fully describes how Copyflex can 
save you thousands of dollars annually in time and 
work in major accounting operations. 


“sas == Sead for Your feed Copy) OP ee eS 
Charles Bruning Company, Inc., Dept. 72-BH 
1800 Central Road, Mount Prospect, Ill. 


Offices in Principal U. S. Cities 
In Canada: 105 Church St., Toronto 1, Ont. 


Please send me my free copy of the 16-page 
booklet, “Shortcuts to Accounting”. 











Name Title 
Company 

Address ‘ 

City County__._____ State 





BUSINESS HORIZONS — SUMMER, 1958 





Add New Information to Original Worksheets; 





9 


sou on 8 seer fe 
2 27ers ef : 












































ee 










the executive must make a series of crucial deci- 
sions. Various pitfalls await him; problems of re- 
search, development, production scheduling, ad- 
vertising and promotion, and timing must be 
solved to achieve diversification success. 

The route to diversification is 4 major decision: 
Should the company develop new products inter- 
nally or buy an existing business or product? The 
decision must rest upon, among other things, man- 
ufacturing fit, marketing mesh, time pressure, rel- 
ative cost, and merger possibilities. 

Whether developing or acquiring, the company 
must make organizational arrangements for 
decision-making. Meloan discusses several meth- 
ods actually used for generating new product 
ideas and for screening possible plants or existing 
products. While none of these may precisely fit 
the situation of a particular company, a combina- 
tion or adaptation of them should. But whatever 
the approach, the will to succeed is vital. 


THE EXPANDING ROLE OF THE 
te ae 


JOHN L. CAREY 


SINCE EARLIEST historical times, accounting has 
played an important role in all civilized societies. 
However, today the accountant’s position is more 
vital than ever before; his accountability espe- 
cially as a public trustee has broadened greatly. 
In addition to the traditional responsibilities of 
the accountant to creditors and investors, today’s 
accountants, along with management, have obli- 
gations to such “third parties” as labor unions. To 
the extent that accountants share management's 
responsibility for fair financial reports, their own 
obligations widen. Also, more and more fre- 
quently accountants assist and advise top man- 
agement on matters involving cost analysis, con- 
trols, and financial planning. 

Carey points out that accounting is essentially 
a communicator, and that if accounting is to con- 
tinue to progress with the rest of the economy, it 
must become a still more effective communicator. 
Such common misconceptions as the belief that 
depreciation represents a profit instead of a cost 
must be eliminated, and greater cooperation be- 
tween accountants and other groups in the finan- 
cial community must be established. To accom- 
plish this: 


e All those who rely on accounting must de- 
velop a better understanding of its nature 
and significance. 

e Accounting procedures and principles must 
be altered as necessary to keep pace with 
changing economic conditions. 
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Dissent is not itself an end; 
it is the surface mark of a 
deeper value. Dissent is the 
mark of freedom, as origi- 


nality is the mark of inde- 


pendence of mind. 


—]J. Bronowski 


SCIENCE AND HUMAN VALUES 





SHOULD THE ROBINSON-PATMAN 
ACT BE AMENDED? 


VIEWS FAVORING S. Il 
EVERETTE MACINTYRE 


THE BASIC issue in the controversy over amending 
the Robinson-Patman Act by means of Senate 
Bill 11, MacIntyre says, is “Shall we tolerate prac- 
tices tending to create monopoly even though 
they arise from good intentions?” 

No law or bill has yet been strong enough to 
promote competition and prevent monopoly; in- 
deed, the Supreme Court has held that a large 
company may legally discriminate in prices, if it 
can show “good faith,” even if the discrimination 
substantially lessens competition. 

MaclIntyre asserts that, according to evidence, 
price discrimination creates monopoly; the origi- 
nal Standard Oil Company of Ohio, he says, be- 
came a monopoly by means of price discrimina- 
tion. 

The purpose of S. 11 is to restrain price dis- 
crimination that would destroy competition, by 
guaranteeing uniformity of prices and by protect- 
ing independent jobbers. 

It would not put the burden of proof upon the 
person charged with a violation unless there is a 
cause of action and evidence is introduced; nor 
would it require sellers to charge a single price in 
all situations—it would only restrain them from 
discrimination. 

S. 11 and H.R. 11, says MacIntyre, seek to pre- 
serve a free and competitive enterprise system, 
and simply emphasize that we do not want mo- 
nopoly in any form. 
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We’d better be sure there'll be 
control of our shipments 
to all points. 


We'd better route it 

s Eastern Express, Inc. 
They move goods through 

these major “Gateway” 
centers in every 

direction. 





i io 
We couldn't do better than use the motor carrier with always-dependable, 
on-time facilities and services... the carrier with more “go-how”. 





At Eastern Express, Inc., we look at shipping problems 
from your point of view. You want a combination of 
speed, dependability and minimum cost. Eastern 
Express, Inc. goes all-out to provide it. 

It’s done by a balanced fleet of trucks. By versatile 
handling equipment. By modern terminal facilities. By 
between-terminal teletype service. And by reducing in- 
terminal time to a minimum. The result: greater efh- 
ciency and economy for your TL and LTL shipments. 





EXPRESS, INC. 


General Offices: 128 Cherry Street, Terre Haute, Indiana 


Connecting the Midwest with the Eastern Seaboard: Baltimore *« Bethlehem « Bridgeport *« Chicago « Cincinnati « Cleveland « Columbus « Dayton 
Evansville « Fort Wayne « Harrisburg + Indianapolis « Jersey City *« Metuchen « Philadelphia « Pittsburgh «+ St. Louis « Trenton « Zanesville 
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Puerto Rican worker performs a delicate every Puerto Rican is proud and enthusiastic 
assembly task at the Weller Electric factory to be employed in factory work. Absenteeism 
in Bayamon. Basic training was aided bythe at the Weller plants in Puerto Rico averages each 
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labor efficiency 
unusual suarantee 


President of the Weller Electric Corporation credits the 


reliability of his precision products to the exceptional 


dexterity and enthusiasm of his Puerto Rican workers. 


7. Weller Elec- 
tric Corpora- 
tion now has three 
separate opera- 


tions in Puerto 





Rico. Between 


MR. CARL WELLER, 
President 
the famous precision produ ts that 


them. they make 


you see in the photographs on the 
right —a soldering gun, a portable jig 
saw and an electric sander. 

Each one of these power tools is 
suaranteed for one year. This is an 
unusual guarantee in the power tool 
industry. The standard period is only 


ninety days. 


Weller profits in the 
first month 


Mr. Carl Weller, president of the 
Weller Electric Corporation, pays 
tribute to his Puerto Rican staff for 
helping to make his unusual guaran- 
tee possible. 

“Puerto Rican workers,” he says, 
“have proved beyond doubt that they 
can work to my precise specifications 
and to my timetable. They learn 
quickly and apply themselves enthu- 


siastically to any new task.” 


It is significant that Weller’s oper- 
ation in Puerto Rico started mak- 
ing a profit from the very first 
month that it was set up. 
Weller Electric established their first 
Puerto Rican factory in Bayamon in 
1950. It started with twenty employ- 
ees. There are now three separate 
Welle plants in Puerto Rico—one for 
each product. These operations in- 
clude making the parts — electrical 
'ransformer winding, for instance— 
as well as final assembly. In the past 


eight years, the company has ex- 
panded its payroll and the size of its 
plants by over four hundred per cent. 

The original Puerto Rican man- 
ager, José Rodriguez, is now Presi- 
dent of the expanded Bayamon fac- 
tory. Supervision and inspection, as 
well as labor, is reliably provided by 
Puerto Rican personnel. 


Enthusiastic co-operation 
Puerto Ricans are naturally proud 
that firms like the Weller Electric 
Corporation are now so firmly and 
profitably established in this ebul- 
lient Caribbean Commonwealth. 

It speaks volumes for the enthusi- 
astic co-operation that Puerto Rico 
offers to all new industries. The 
Puerto Rico Industrial Development 
Company (PRIDCO) stands ready to 
offer every possible assistance to man- 
ufacturers who are looking for suit- 


able plant sites or factory buildings. 


Free booklet 

for manufacturers 
There are many further reasons why 
Puerto Rico, as a plant site, offers at- 
tractive profit possibilities. Example: 
the government will offer one hun- 
dred per cent tax exemption for a 
period of ten years, to all genuinely 
new or expanding industrial opera- 
tions. For details, write for our free 
75-page booklet, “Facts for the Man- 
ufacturer.” 

To find out if your company can 
qualify for one hundred per cent tax 
exemption, write: Commonwealth of 
Puerto Rico, Economic Development 
Administration, Box BU-81, 666 
Fifth Avenue, New York 19, New 
York, or telephone CI 5-1200. 


MADE IN PUERTO RICO. This is 
the famous Weller soldering gun. Like 
all other Weller power tools that are 
made in Puerto Rico, these soldering 
guns are guaranteed for one full year. 


MADE IN PUERTO RICO. This 
Weller Sabre Saw is a remarkable ex- 
ample of Puerto Rican craftsmanship. 
It has no gears to wear out or parts to 
replace—and it never needs oiling. 


MADE IN PUERTO RICO. The en- 


tire production of Weller sanders is 
concentrated at the new Weller plant 
in Luquillo. This factory is not far 
from famous Luquillo Beach. 
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VIEWS OPPOSING S. ll 


ROBERT H. FRICK 


S. 11 Hops no threat to jobber margins, Frick says, 
when wholesaler and retailer functions are sepa- 
rate. However, the author feels the threat of S. 11 
to abolish the “meeting competition” defense will 
have a severe impact upon petroleum jobbers, 
most of whom merge functions to varying degrees, 
as well as upon integrated distributors in other in- 
dustries. Except where the “meeting competition” 
defense is available (or the virtually useless cost- 
justification defense), Frick says, a seller is re- 
quired to charge uniform prices to customers who 
compete with each other in the resale of products. 
The Robinson-Patman Act allows no functional 
discounts or “margins” to integrated customers 
performing a wholesaling as well as a retailing 
function. 

The modification of the “meeting competition” 
defense, “unless the price difference substantially 
lessens competition,” takes the power out of the 
defense. And potential effects on the jobber are 
serious: 


e Divorcing him from retail operations 


e Forcing him to give up margins during de- 
pressed conditions or price wars 


e Causing him loss of customers 


In conclusion, Frick emphasizes that the harm- 
ful effects of S. 11 have caused widespread oppo- 
sition to the bill by both small and large business- 
men and by several government agencies. 


A THEORY OF PACKAGING IN THE 
MARKETING MIX 


WILLIAM R. MASON 


ANY EXECUTIVE is extremely interested in finding 
the package for his product that will bring the 
greatest increase in sales. He must find out what 
the proper combination of packaging attributes 
(other than those of graphic arts ) is by evaluating 
each possible combination in terms of the six 
basic functions of any package. However, the 
packager is still in need of a final criterion, since 
no package will do all functions equally well: 
Emphasizing one may involve limiting or even 
sacrificing one of the others. 


Here Mason presents a theory for making de- 
cisions between alternative packages. A desirable 
way, he says, to make the reconciliation between 
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conflicting packaging functions is to recognize 
that: The package is primarily a device with 
which the packager tries to control the location 
of the storage of his product—with which he tries 
to move the storage function as far forward in his 
marketing channel as possible. Thus, the most 
successful packaging changes are those that have 
their main impact on storage at that level in the 
channel which is one step forward from the level 
currently storing the channel’s largest share of 
the product. 


GOVERNMENT CONTROL OF GRAIN 
MARKETING IN CANADA 





STANLEY N. JONES 


GOVERNMENTAL control of Canadian wheat mar- 
keting has adversely affected the business affairs 
of 230,854 farm families and thousands of people 
in the grain trade at home and abroad. The coun- 
try’s history of problems with surpluses and prices 
begins in the vast prairie provinces, where a fer- 
tile triangle, first settled in 1812, is the center of 
Canada’s wheat production. 

In spite of mounting world demand, Canada 
today is burdened with the largest stockpile in 
history—884.5 million bushels. When grain was 
sold on the open market (current controls are far 
reaching in scope), Canada supplied 40 per cent 
of total world exports and there was no carry-over. 
Today, Canada’s share has dwindled to 25 per 
cent. 

Although U.S. policy is sometimes blamed for 
this predicament, Canadian marketing should be 
examined. Those who would reshape Canadian 
policy tend to become more concerned with the 
form it will take than the function it will perform. 

The grain trade believes that there are two 
problems: 


e Agriculture needs adequate security assur- 
ances. 


e Efficient selling is called for on world mar- 
kets. 


The problems require separate solutions; price 
controls cannot solve both. The farmer should 
have a basic guarantee that will keep him solvent, 
yet not encourage production for the government 
rather than for the market demand. 


As for the second problem, Canada should re- 
turn to the open market. “The disposal problems 
of earlier days were solved in each case by a re- 
turn to the full use of the facilities of the market 
place; again that course must be followed if a so- 
lution is to be achieved today,” says Jones. 
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Paperwork Problems” 


says HUBERT F. CRAWLEY, Controller, 
Spencer Chemical Co., Kansas City, Missouri 


‘When we first looked at Integrated Data Process- 
ing it was apparent that here was a way to give 
our customers unusually fast service .. . and cut 
our paperwork costs at the same time. But we also 
realized that to develop a successful system of 
I D P would take considerable study and skill. 
That is why we supplemented our own activities 
with the assistance of Standard Register specialists 

. including use of Standard’s I D P Workshop 
facilities. By so doing we aimed, not just one, but 
two barrels at our paperwork problem.” 

Your company, too, will find it helpful to invite 
Standard Register to participate in your systems 
and procedures planning. 

Whether it’s a single, cost-cutting form applica- 
tion or the development of an I D P system, Stand- 
ard Register offers you valuable assistance. Your 


local representative . . . backed by staff consultants 
ind system analysts, form designers and data proc- 
essing specialists . . . contributes tested ideas and 


technical know-how accumulated from broad ex- 
perience in serving many companies. Make him 
your man on forms and form-processing questions. 


Read how Spencer Chemical proc- 


esses orders and bills customers 
with new speed and accuracy—at 
lower clerical cost. Write for the 
complete I D P system story. 


THE STANDARD REGISTER CO., DAYTON 1, OHIO 
PACIFIC DIVISION, OAKLAND 6, CALIF. 
Sales and Service Offices in Principal Cities 


Plants at Dayton; Oakland and Glendale, Calif.; York, Pa.; 
and Fayetteville, Ark. 


ASsOcIATES: R.L. Crain Limited, Ottawa, Ontario, Canada «e W.H. Smith & Son 
. London, England « Gemah Formas Continuas, Caracas, Venezuela 
resora Ariel, S. A., Havana, Cuba « Sten Dahlander, Stockholm, Sweden 


Standard Register 


© 


PAPERWORK SIMPLIFICATION 


Business Forms 
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Lines 


Schuyler F. Otteson 


IN THE RECENT technological-humanistic edu- 
cation battle, both sides tend to ignore educa- 
tion in business administration. However, it is 
in business that the U.S.-Russo competition 
may find its main outlet. Thomas H. Carroll, 
Vice President of the Ford Foundation, gives 
us insight on business education trends that 
will help us meet this competition. A Harvard 
\I.B.A. and D.B.A., Dr. Carroll has been dean 
of the schools of business administration at 
both Svracuse | niversity and the University 
of North Carolina. In the Foundation he was 
first an Assistant Director and later the direc- 
tor of the Program for Economic Development 
and Administration before taking his present 


position. 


Our EXPERT on the phenomenon of inflation 
within recession is Clarence R. Jung, who re- 
cently left teaching to become supervisor of 
the Economic Research Section, Distribution 
Economics Department, Standard Oil Com- 
pany of Indiana. On the academic side of the 
picture, before coming to Standard in 1956, he 
was Associate Professor and Chairman of the 
Department of Business Administration and 
Economics at Coe College in Iowa, and prior 
to that he taught at The Ohio State University. 
He has M.A. and Ph.D. degrees from Ohio 
State, and did his undergraduate work at 
DePauw, where he was a Rector Scholar. An- 
other of his articles, on a related subject, “In- 
vestment Decisions and the Non-Linear 
Cycle,” appeared in the Journal of Industrial 
Economics. 
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Cost REDUCTION has been getting wide atten- 
tion over the United States recently. Case in 
point: In April of this year, the Marquette Uni- 
versity Management Center sponsored a three- 
day seminar on the planning and implementa- 
tion of cost-reduction programs, and called 
upon experts from the A. O. Smith Corpora- 
tion, General Electric, and the Pentagon to 
lead the conference. 

Authors Sidney R. Catsiff and J. Russell 
Heritage, in writing to the editor about their 
article, described it as an approach that “we 
believe is best suited to reduce costs under 
current economic conditions. We have tried to 
be practical rather than theoretical, so that 
those who are really interested in this subject 
will find some applicable ideas.” These ideas 
are set forth concisely in “How to Cut Produc- 
tion Costs Effectively.” Both authors are now 
with the management consulting firm A. T. 
Kearney & Company of Chicago. 

Mr. Catsiff, an Associate Partner with Kear- 
ney, has written extensively and delivered 
many talks on budgeting, cost reduction, and 
general management problems. Formerly with 
General Electric as a cost accountant, methods 
engineer, and general manufacturing execu- 
tive, for many years he organized and directed 
G:E.’s cost-reduction program. He is an alum- 
nus of the University of Pennsylvania, where 
he studied both electrical engineering and 
business management, and is a registered pro- 
fessional engineer in Illinois. 

Mr. Heritage, a Kearney Consultant, also 
has abundant technical training and experi- 
ence with actual industrial problems, espe- 
cially in the metallurgical, production plan- 
ning, and industrial engineering fields. He 
started his career with United States Steel, 
where he became Chief Plant Industrial En- 
gineer: from there he went to the Worth Steel 
Company, where he was Chief Industrial En- 
gineer. Having attended the universities of 
Alabama and Pennsylvania, he is a graduate 
engineer. Both with industrial companies and 
as a consultant he has had experience develop- 
ing budgetary control and standard cost pro- 
grams, and directing cost reduction. 


Business Horizons this time has two discus- 
sions of public policy and legislative issues. 
Since some matters under consideration in the 
Eighty-fifth Congress are of especial concern 
to business, we have turned our attention to 
areas of legislative controversy. 
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Heyer has broken the price barrier with the new Mark II Conqueror 
automatic electric spirit duplicator. Every office duplicating job— 
bulletins, form letters, sales plans, etc.—can be produced much 
more easily on the new Model 76 Mark II Conqueror, at the rate of 
110 clear, crisp copies per minute in 1 to 5 colors . . . at a fraction of 
a cent per copy. Its constant speed produces better and more 
uniform copies; it frees the operator so that the copies can be 
observed; and most important... there’s no effort on the operator's 
part,for this new Conqueror runs without watching, and even turns 
off automatically! You can pay much more if you wish, but the 
Model 76 offers all this . . . at a price that can't be matched. 


movel 0 >Grek 
CONQUEROR 


For those who are looking for 
a fine quality duplicator at 
the lowest possible price... 
the hand-operated Model 70 
Mark II Conqueror is the per- 
fect buy. It has been completely redesigned too, and now features 
anew Feed Release Button as well as Paper Stackers, previously 
found only on the Model 76 automatic electric duplicator. The 
Model 70 Mark II Conqueror hand-operated duplicator prints up 
t0 110 copies per minute of anything typed, written $9 4 450 
or drawn on the master ...in 1 to 5 colors at once. Plus Tax 














A Modern Electric Duplicator 


ata Moderate Price!... 


now Heyer offers push-button 
duplicating at little more than the 
price of some hand-operated machines 


AUTOMATIC ~GKark 
CONQUEROR 


SPIRIT DUPLICATOR 


MODEL 76A 


$299509 


Engineering improvements on the Model 76 Mark II Conqueror 
include a brand-new Feed Drive Mechanism which works only in 
a forward motion .. . eliminates the lurch found in old-fashioned 
reciprocal drives. It has new High Precision Clutches and Nylon 
Gears that are quiet and need no lubrication, plus an 11” and 14” 
Cylinder Stop. The completely redesigned Motor Drive gives 
smoother operation, while the conveniently positioned Motor Bar 
permits effortless fingertip starting. Operating instructions are 
permanently printed on the Model 76, so anyone can operate 
it in a jiffy. Feature for feature .. . this Mark II Conqueror is the 
biggest value in spirit duplicators today! 


z The HEYER Corporation arrase 
1830 S. Kostner Ave., Chicago 23, Ill. 


Please send FREE 16 page booklet 
on Heyer Mark II Conqueror 
Duplicators containing useful 
information on spirit duplicating. 
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For the discussion of subscrip- 
tion television, Business Hort- 
ZONS selected two men prominent 
in television. Commander Mc- 
Donald, as President of Zenith 
Radio Corporation, and Mr. Sa- 
lant, as Vice President of the Co- 
lumbia Broadcasting System, nat- 
urally are very concerned about 
the future actions of Congress 
and of the rcc; and have given us 
lively expressions of their view- 
points on subscription tv. 


Jean C, Halterman, who intro- 
duces the subscription television 
articles, has two areas of speciali- 
zation: journalism, in which he 
holds two degrees from the Uni- 
versity of Illinois; and marketing, 
he holds the D.B.A. 
from Indiana University. Work 
in the Advertising Department 
of H. & A. Selmer, Inc., of Elk- 
hart, Indiana; an Associate In- 
with the Crissy 
Seminars in Written 


in which 


structorship 
lraining 


SEINSHEIMER - RASKIN ASSOCIATES 


MANAGEMENT AND ENGINEERING CONSULTANTS 


W. G. SEINSHEIMER, Pres. S$. H. RASKIN, Vice-Pres 


CREATIVE DESIGN AND ENGINEERING 
DEVELOPMENT 

INDUSTRIAL ENGINEERING AND 
RESEARCH 

INDUSTRIAL PSYCHOLOGY AND 
HUMAN RELATIONS 

MANAGEMENT RESEARCH AND 
ADMINISTRATION 

SYSTEMS RESEARCH AND 
DEVELOPMENT 

MARKET RESEARCH AND SALES 
ANALYSIS 

OPERATIONS RESEARCH 

FINANCIAL ANALYSIS AND 
ADMINISTRATION 

NONLINEAR ANALYSIS AND HIGHER 
MATHEMATICS COMPUTOR 
PROGRAMMING 


706 TERRECE HILTON BLOG. —CINCINNAT! 2, OHIO 
GARFIELD 1.0800 
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Communications; and consulting 
have given him wide experience 
in advertising and communica- 
tions. Dr. Halterman, an Associ- 
ate Professor of Marketing at In- 
diana University, was chosen as 
a contributor on television for the 
New Standard Encyclopedia—in- 
cidentally, he presented the first 
Tv course for credit in the U.S. on 
business communications—and 
was the author of “Outlook for 
Color tv” in an earlier issue of 
BusINEss Horizons. 


Not long after receiving his ar- 
Business Horizons got 
word of Commander Eugene 
McDonald’s death. Eugene F. 
McDonald, Jr. had had, at 72, an 
extremely active and eventful 


ticle, 


life, and his loss to the communi- 
cations world will be deeply felt. 
We are honored to be able to pre- 
sent some of Commander Mc- 
Donald's last writing on a subject 
that was so vital to him. De- 
scribed by Fortune and Forbes as 
one of the finest examples of 
a self-made man, Commander 
McDonald started as an auto- 
mobile mechanic and became 
president and chairman of the 
board of a corporation. He was 
one of the original founders of 
the Zenith Corporation; he or- 
ganized and was the first presi- 
dent of the National Association 
of Broadcasters; he published 
numerous articles, such as “Tele- 
vision Will Cost Big Money,” 
and, of course, the pro side of 
subscription tv in this issue. 


Richard S. Salant is experi- 
enced both in corporation work 
and in government service. His 
present position is Vice President 
and General Executive for Co- 
lumbia Broadcasting System, Inc. 
Before going to css he was a part- 
ner of Rosenman, Goldmark, 
Colin & Kaye, legal counsel for 
css. A Lieutenant Commander in 
the second world war, he had 
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worked in Washington for the 
five previous years, serving vari- 
ously as Acting Director of the 
Attorney General's Committee 
on Administrative Procedure and 
in the Solicitor General's office. A 
Phi Beta Kappa graduate of Har- 
vard and of Harvard Law School, 
he was a member of the Board of 
Editors for the Harvard Law Re- 
view. 

Incidentally, you may have 
seen Mr. Salant on television on 
February 2, 1958. At that time he 
participated, with Robert Hall, 
director of Skiatron Electronic 
and Television, Inc., in an inter- 
view conducted by George Wil- 
liams of the New York University 
law school. The show was “Right 
Now!” on New York’s wcss-tv, 
and for that evening was broad- 
cast on the whole network. 


MANY EXECUTIVES consider new 
product development or acquisi- 
tion their most pressing problem. 
The maintenance of company 
vigor depends upon successful in- 
novation. Wendell B. Barnes, Ad- 
ministrator of the Small Business 
Administration, estimates, for ex- 
ample, that 80 per cent of indus- 
try growth in the next few years 
will come from products not now 
produced. 


Associate Professor Taylor W. 
Meloan’s article is part of a 
larger study on new product de- 
velopment and marketing spon- 
sored by the Indiana University 
School of Business Committee on 
Ford Foundation Projects. It will 
cover company organization for 
product development and acqui- 
sition, the rationale behind ex- 
pansion or simplification of the 
product line, new product screen- 
ing procedures, and the relative 
advantages of internal develop- 
ment versus acquisition of new 
products. 

Currently, Dr. Meloan is Presi- 
dent of the Indiana Chapter of 
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MONEY WITH IMAGINATION 


Your Equitable premium dollars are invested in 


industry to make more goods, create more jobs. 


Every working day of the year almost four million Equitable dollars flow 
into the main stream of the country’s economy. This money comes from 


premiums you and your neighbors pay on your Living Insurance. 


Look around at the changing face of America. At every hand you will see 
life insurance investment funds at work. Bridging a river, erecting a sky- 
scraper, constructing new homes and factories, modernizing railroads, 
improving and expanding farm production, this money with imagination 


is helping a dynamic country make its dreams come true. 


The hard-working Equitable premium dollar also serves another purpose. 
The interest earned by these investments in America helps hold down the 
cost of Living Insurance—puts more protection within reach of more 


families. 


Living Insurance 
Equitable 


The Equitable Life Assurance Society of the U. S., 
393 Seventh Avenue, New York 1, N. Y. 





‘Building with Steel’’ 
Photographed by ROBERT MOTTAR 
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the American Marketing Associa- 
tion. Prior to entering teaching, 
he had an extensive business 
background in sales management 
and advertising; and he is the 
author of several marketing 
studies and industrial location 
analyses. 


Joun L. Carey is undoubtedly 
one of the most knowledgeable of 
men on the expanding role of 
C.P.A.’s in America because of 
his service as executive director 
of the American Institute of Cer- 
tified Public Accountants. In that 
office, he has seen the organiza- 
tion grow from a membership of 
2,000 to more than 30,000 and be- 
come active in various research 
and educational activities. A 
graduate of Yale, Mr. Carey has 
been the editor, and is now the 
publisher, of The Journal of Ac- 
countancy. He is also the author 
of Professional Ethics of Certified 
Public Accountants, and an au- 
thority on various other areas of 
accounting. 


THE PRICE-DISCRIMINATION con- 
troversy is an issue that has 
caused sharp divisions wherever 
it has been discussed. The Su- 
preme Court, for instance, was 
divided 5-4 in the most recent 
case; the Frc, which had been 
split, by a majority of one, against 
the recent bill to amend the 
Robinson-Patman Act on price 
discrimination, resplit, by a ma- 
jority of one, in favor of it. And 
while the opponents of the bill 
depreciate it because it would 
lessen competition, its propo- 
nents argue that it is the only 
means to maintain competition. 


Charles M. Hewitt, Jr., the 
author of the prefatory note, is an 
authority on the  franchise- 
agreement problem. For the past 
several years he has done 
considerable research on _ the 
dealer-owner relationship in the 
automobile, appliance, and oil in- 


dustries. He is an Associate Pro- 
fessor of Business Law at Indiana 
University, and has an LL.B. 
from the University of Alabama 
as well as a D.B.A. from Indiana. 
His best-known book is Automo- 
bile Franchise Agreements, and 
he is the author of various journal 
articles as well. 


Everette MacIntyre, our ad- 
vocate for Senate Bill 11, is gen- 
eral counsel of the Select Com- 
mittee on Small Business of the 
House of Representatives, and 
from 1955 to 1957 was staff direc- 
tor of the same group. His A.B. 
from the University of North 
Carolina is in economics; he got 
the LL.B. and did additional 
graduate work in political science 
at George Washington Univer- 
sity, Washington, D.C. A special 
qualification for his article is his 
work on the legal staff of the rrc 
from 1930 to 1955, where he was 
at one time the legal staff's chief 
trial counsel handling antimo- 
nopoly cases. 


Robert H. Frick is well ac- 
quainted with the controversial 
“Detroit case.” As an attorney for 
the Standard Oil Company of In- 
diana specializing in the field of 
antitrust law and federal trade 
regulation, he has both the Bach- 
elor of Business Administration 
and the Doctor of Law degrees 
from the University of Michigan. 
He has been admitted to the bar 
in Illinois, Michigan, and Ohio, 
and is the Chairman of the Legis- 
lative Committee, Antitrust Sec- 
tion, of the Illinois State Bar 
Association. In view of this back- 
ground, he seems eminently qual- 
ified to give the arguments 
against the passage of S. 11. 


WiiuiaM R. Mason, the Manager 
of New Product Development at 
Nashua Corporation, has for 
some time been concerned over 
the lack of “any real body of mar- 
keting theory bearing on the 


problem of choice of packaging.” 
“My company’s business,” he 
wrote us, “is one of supplying 
packaging materials; we con- 
stantly meet situations where the 
factors influencing the final 
choice of package are almost 
completely subjective. Typically, 
the packager is aware that he is 
being influenced by a blue-skies 
hunch—and worries about it—but 
he knows no alternative. I have 
tried to sketch out an alternative 
in ‘A Theory of Packaging’; 
have suggested the rudiments of 
a packaging theory of sorts.” Mr. 
Mason is well acquainted with 
various phases of marketing re- 
search, having been Nashua’s 
Marketing Research Manager 
and a Senior Market Analyst with 
Alderson & Sessions. He has in 
the past contributed to Printers’ 
Ink, Advertising Agency, Broad- 
casting, and Editor and Pub- 
lisher. 


WE LIKE to include, from time to 
time, articles of interest by con- 
tributors outside of the United 
States. Stanley N. Jones is a Ca- 
nadian and an authority on the 
Canadian grain market. Mr. 
Jones has been a member of the 
Board of Governors of the Winni- 
peg Grain Exchange for 26 years, 
and since 1946 has been president 
of that association. In 1921 he es- 
tablished Stanley N. Jones, Cash 
Grain Brokers, and before that 
had been associated with the Sas- 
katchewan Co-operative Eleva- 
tor Company and with the N. 
Bawlf Grain Company. 

Mr. Jones, active in civic af- 
fairs, is a member of both the 
Winnipeg and the Canadian 
chambers of commerce, and a di- 
rector of the International Cham- 
ber of Commerce. 


Tue EpiTor of Consultation for 
this issue is Howard L. Timms, 
Associate Professor of Manage- 
ment at Indiana University. As 


continued on page 128 
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Indianapolis is big.. 


Where else in this whole country will you find satellite 
markets that total 33% richer and 50% bigger than the 
metropolitan trading zone itself ? Or a universe that has 
such a big, rich central market and such wnportant 
satellite markets ? 


where else... 
does a central market exert such an economic pull on 
so many specific areas that are retail trading centers 
in their own right ? 
do you find such a widespread marketing area covered 
from one central point... and by WFBM-TYV! 
can you buy just one station with no overlapping 
penetration by basic affiliates of the same network ? 


only here in Indianapolis on WFBM-TV — can 
you buy more honest market penetration, more con- 
sumer influence, for fewer dollars expended than any- 
where else. Now it will pay you to take another, longer, 
better look! We are proud of our current ARB. 


The Nation’s 13th Television Market 
... with the only basic NBC coverage 
of 750,000 TV set owning families. 
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. Its satellites bigger!. 


a) Indianapolis itself — Major retail 


area for 18 richer-than-average counties. 1,000,000 pop- 


ulation 


350,600 families with 90% television ownership! 


e 7 
“1 IS Satellites Each a recognized 
marketing area—and well within WFBM-TV’s basic 
area of influence. Includes Marion + Anderson -+ 
Muncie + Richmond + Bloomington + Vincennes + 
Terre Haute + Danville, Illinois + Lafayette + Peru 
* Logansport + Kokomo. 


Represented Nationally by the KATZ Agency 


CHANNEL S 


FBM tv 
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NEW DIRECTIONS in Education for Business 


Dynamic business administration, built upon rigorous, forward-looking teaching 
in our colleges, must meet the Russian challenge of “competitive coexistence.” 


THOMAS H. CARROLL 


A BOUT A YEAR ago one of my Foundation 
L colleagues raised a question: Why 
worry about business education anyway, 
when we already have an economic system 
that is more efficient than any other in the 
world? That was several Sputniks and one re- 
cession ago. What might have seemed good 
enough to him then is clearly not good enough 
how. 

[It has occurred to me that the most effective 
device for bringing perspective on trends in 
business education in sharp focus is to quote 
rather extensively from two recent statements 
of men whose access to well-documented in- 
formation would impress any thoughtful 
American. 

Allen Dulles, Director of the Central Intelli- 
gence Agency, has recently stated: ' 


' Speech by Allen W. Dulles before the United States 
Chambe r of Commerce, April 28, 1958, Washington, D.C. 
This has been reprinted as “Dimensions of International 
Peril Facing Us,” in Vital Speeche:, xx1v (May 15, 1958), 
453. 


“Today the Soviet Union . . . is directly challeng- 
ing the United States in the fields of industrial de- 
velopment and foreign trade and aid as well as in 
military matters. ... They are setting goals for 
their own domestic production to compete di- 
rectly with our own. . .” 


In the words of Khrushchev himself, the Soviet 
goal is “catching up and surpassing the United 
States in per capita production within the 
shortest possible historical period of time.” 
“Since 1928,” Dulles says, “the Soviet Union 
has developed rapidly from a predominantly 
agricultural and industrially underdeveloped 
country to the second largest economy in the 
world.” The Soviet economy has been growing 
at a rate about twice that of the United States 
economy—that is, about 6 to 7 per cent a year. 
But the annual growth of industry has been be- 
tween 10 and 12 per cent. The Russians have 
already made and can make further real con- 
cessions to consumer demands or desires 
“without fundamentally altering the general 
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tempo of their present industrial and military 
programs.” Surely we must not underestimate 
their “very real achievements, their growing 
power, and their rapid rate of progress.” 

Dulles described the situation succinctly in 
the following sentence: “Certainly here we 
have the most serious challenge this country 
has ever faced in time of peace.” He then went 
on to say: “As this challenge is very largely 
based on the economic and industrial growth 
of the Soviet Union, it is one which concerns 
very directly the business leaders in our coun- 
try.” And I would emphatically add, the busi- 
ness, engineering, and science educators of our 
country. 

Rowan Gaither, author of the still-secret 
Gaither report, said in a recent speech: * 


“We face real needs and hard choices. So let us 
first of all do away with the soft words. 

“America must view its strengths and weak- 
nesses in the time perspective of the remaining 
years of the twentieth century, in the social per- 
spective of what we want America to be, in the 
politico-military perspective of the external 
threats to our values and principles, and in the hu- 
manitarian perspective of our acknowledged re- 
sponsibilities to mankind everywhere.” 


In this total perspective Gaither stated that 
he is alarmed that, in his own words, “the rela- 
tive strength of the United States is not ade- 
quate to these historic responsibilities.” Refus- 
ing to play the role of prophet of doom, 
however, he went on to say: 


“There is time to repair this situation and to build 
our relative strength—if we act decisively and act 
now. The United States is the world’s most power- 
ful nation today. If we act now it will remain the 
most powerful nation in the future . .. We dare not 
comfort ourselves with hollow hopes. 


“Our total relative strength is the key to the fu- 
ture. This strength at any given moment is a com- 
pound of many factors—populations, economic 
forces, scientific achievement, military capability, 


industrial progress, educational commitments. 


* Address by H. Rowan Gaither, Jr., Chairman of the 
Board of RAND Corporation and Chairman of the Trustees 
of the Ford Foundation, at California Institute of Tech- 
nology, on April 12, 1958. 


Communism’s strength relative to the free world 
is based on the same factors. 

“The communist world and the free world are 
two dynamic systems at work, moving at different 
rates of speed, taking different turns, and driving 
ultimately toward ideological goals which are dia- 
metrically opposed. 

“If we are to plan with any degree of hard real- 
ism, we must expect the Russians not only will 
maintain but actually will increase their rate of 
forward industrial and economic development. 
There are forty years of astonishing history, forty 
years of explosive industrialization, to support this 
belief. And let us not underestimate the potential 
power of Red China. It is on this basis that I must 
conclude that our relative strength is ebbing. 

“... the security of the United States and the 
free world depends upon the ability of our nation 
and our allies to maintain economic strength and 
viability. We know the counter-pull of economic 
weakness and debility. A strong economy is basic 
to national welfare .. .” 


Tuis is the challenge. The specific question be- 
fore business educators is: How can education 
for leadership in business and industry be sub- 
stantially strengthened? 

What are the directions in which progress 
is being made in education for business com- 
petence and responsibility? Business educa- 
tion has been a major concern of the Ford 
Foundation since 1954, when its Program in 
Economic Development and Administration 
was established. Over that time we have ob- 
served the scene carefully and have had an op- 
portunity to support a number of the experi- 
mental programs, some of which are already 
beginning to bear fruit. It is possible today to 
make a series of significant observations about 
the trends in business education. 

{| First, business schools, at least the leading 
ones, are abandoning the narrow, vocational 
approach that has characterized this field in 
the past. Many business schools were estab- 
lished years ago to train individuals for careers 
in accounting, purchasing, or marketing by 
teaching them the techniques of the trade. It 
is being recognized increasingly, however, 
that the business firm is a better place than the 
business school in which to learn “how-to-do- 
it” techniques. 
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Those persons who bring to business little 
more than training in specific techniques are 
not equipped to meet the ever changing needs 
of our economy. More important, they have 
not been provided with the essential educa- 
tional qualifications for business leadership. 


{ Second, a number of business schools are 
revising their curricula in the light of modern 
knowledge and business requirements. There 
is increasing recognition of the relevance of 
disciplines that are basic to the professional 
area of business education. The relevance of 


economics has always been apparent; indeed, 


business administration has sometimes been 
thought of as merely synonymous with “ap- 
plied economics.” Serious and imaginative at- 
tention to the application of other disciplines, 
such as other social or behavioral sciences, 
mathematics, and science is of relatively re- 
cent origin. 


Yet Alfred North Whitehead in The Aims of 
Education, published in 1929, described the 
contribution of broad educational training to 
a business career in this way: 


“Today business organization requires an imagi- 
native grasp of the psychologies of populations en- 
gaged in differing modes of occupation; . . . It re- 
quires an imaginative grasp of the interlocking 
interests of great organizations, and of the reac- 
tions of the whole complex to any change in one 
of its elements. It requires an imaginative under- 
standing of laws or political economy, not merely 
in the abstract, but also with power to construe 
them in terms of the particular circumstances of a 
concrete business. It requires some knowledge of 
the habits of government and of the variations of 
those habits under diverse conditions. It requires 
an imaginative vision of the binding forces of any 
human organization, a sympathetic vision of the 
limits of human nature and of conditions which 
evoke loyalty of service. It requires some knowIl- 
edge of the laws of health, and of the laws of fa- 
tigue, and of the conditions for sustained reliabil- 
ity. It requires an imaginative conception of the 
role of applied science in modern society.” 


* Quoted in Robert A. Goldwin and Charles A. Nelson, 
eds., Toward the Liberally Educated Executive (White 
Plains, N. Y.: Fund for Adult Education, 1957), p. 33. 


One can readily recognize, then, that the po- 
tentiality was sensed long before much 
thought, let alone action, was directed at 
achieving this connection between the profes- 
sional field and its underlying disciplines. 

A few undergraduate schools of business 
have attempted recently to integrate training 
in the social sciences and humanities with the 
traditional courses in business administration 
rather than to treat the liberal arts and profes- 
sional segments of the total curriculum ieading 
to a bachelor’s degree as more or less separate 
compartments. Much more can be done to 
“liberalize” the teaching of business courses. 
For example, a course in business law can be a 
means for transmitting a set of legal rules, or 
it can be used as a liberating vehicle in educa- 
tion with emphasis on moral and ethical values 
as they are applied by individuals in the busi- 
ness setting. 


| Third, many, if not most, business schools 
are reconsidering the value of a large number 
of courses in specialized subjects which have 
proliferated over the years. Curriculum 
changes appear to be uniformly in the direc- 
tion of less specialization. As one example, sta- 
tistics, budgeting, forecasting, reporting, qual- 
ity control, recording, and operations research 
are being experimentally combined into a sin- 
gle field, quantitative methods in business. 


{| Fourth, the leading business schools are 
becoming increasingly research-oriented. It 
is not enough merely to provide training in 
business practice, even the best current busi- 
ness practice. It is the function of the business 
school to make it possible to improve both 
business policy and practice—to lead, not to 
follow. This can only come through research. 


There are a number of reasons for the lack 
of a research tradition in most business 
schools. Let us consider just two. 


e First, in the past, a substantial proportion of 
faculty members of business schools have not 
had training in research methods such as are 
an integral part of all good doctoral programs. 
It is interesting to note that one of the requi- 
sites for membership in the American Associ- 
ation of Collegiate Schools of Business is that 
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at least 50 per cent of the teaching credit 
hours must be taught by full-time faculty 
members having a so-called terminal degree; 
only a minor part of the teaching credit hours 
may be taught by part-time teachers. 
Another reason for the lack of basic research 
in business schools has been the large amount 
of time devoted to consulting activities on 
the part of faculty members who are qualified 
for research. 


As a small, but we hope not inconsequential, 
contribution to the remedying of these defects 
in business education, the Ford Foundation 
inaugurated three years ago a Fellowship Pro- 
gram in Business Administration and Eco- 
nomics. Fellowships are offered on a national 
competitive basis to doctoral candidates; the 
objective is to increase the supply of university 
teachers with terminal training in these fields. 
For those who already hold the doctorate, fac- 
ulty research fellowships are offered for the 
dual purpose of strengthening teaching and 
facilitating the completion of promising re- 
search on economic and business problems. 
Grants totaling approximately $2 million have 
been made to more than fifty universities in 
the first three years of the program. 

{| Fifth, a number of graduate schools of 
business administration are devoting more 
resources to their doctoral programs with a 
view to improving both teaching and research. 
The results of their efforts will, of course, have 
both a near-term and a long-term effect on all 
of business education. 

The Ford Foundation has already contrib- 
uted to the financial support of a selected num- 
ber of privately supported universities that 
offer doctoral programs. Each represents a dif- 
ferent over-all approach to business education. 
A relative newcomer to this field, the Graduate 
School of Industrial Administration at the 
Carnegie Institute of Technology, has devel- 


oped a fresh and imaginative program which 
deals with management problems in terms of 
the basic academic disciplines involved—the 
social sciences, mathematics, the sciences, and 


engineering. The reinvigorated Graduate 
School of Business at the University of Chicago 
is embarking on a program that will be largely 


fom THE CULTIVATION OF THE MIND 


THE ULTIMATE TEST of any intellectual disci- 
pline is not what it does for others, but what it 
achieves within the life of the particular indi- 
vidual. The cultivation of the mind and the il- 
lumination of the spirit are ends in themselves 
and bring their own rewards. Education is too 
precious a thing to be measured by a money 
index. Obviously it is important that each of us 
know how to make a living, but that is not the 
ultimate purpose of life itself. Far more im- 
portant than the making of the living, is the 
living of the life; and the highest aim of all edu- 
cation must be to make life richer and fuller. 
As the man grows within himself, his company 
gains, and society gains, but it is that inner 
growth which must be the end sought. 

Why do I believe that a liberal education ful- 
fills this purpose more effectively than special- 
ized training? 

First of all, study of the humanities brings 
home to each of us the importance of creating 
a personal philosophy and trains us in the proc- 
esses for achieving that end... . 

The establishment in one’s life of such a per- 
sonal philosophy can scarcely be advanced by 
the pursuit of technology. What is involved 
here is the whole study of man, and we advance 
our own self-analysis and our own thinking 
about ourselves by studying the similar proc- 
esses of mind of those who have gone before. 

We turn to history to learn of the accom- 
plishments and the failures of others. We turn 
to literature and poetry because in them man 
has expressed his highest ideals and his deep- 
est tragedies. We turn to the formal study of 
philosophy to learn with humility how the great 
minds of the ages have endeavored to analyze 
for all men the very problems with which each 
of us struggles. We turn to religion for the in- 
spiration and guidance that comes from glimps- 


oriented toward the integration of social and 
behavioral sciences with the professional area 
of business administration. A unique feature 
of the revised program of the Columbia Grad- 
uate School of Business is the establishment on 
an experimental basis of a professorship in 
philosophy for business as part of its emphasis 
on what might be described as a “societal ap- 
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ing the relationship of the individual to the in- 
finite and the unchanging. ... 

Today the broadly educated man must live 
worthily, or he denies his heritage. 

For those of us whose lives are spent in the 
service of corporations, this means that it is our 
obligation to see that they, too, live worthily. 


It is now everywhere recognized that the 
survival of the corporation and the survival of 
the nation are inseparable; that the welfare of 
the community from which the corporation 
draws its profits is a matter of immediate and 
daily concern to the stockholders. 

The man of broad education senses this and, 
without for a moment slackening his effort for 
the production of goods and services at a profit 
for his institution, does all that he can for the 
social advancement of the society . . . 

He knows that free enterprise itself is on test 
everywhere, even in our own country, and that 
the proponents both of Socialism and Com- 
munism offer to the underprivileged the pros- 
pect that their welfare will be better served 
under their way of life than under ours. In fact, 
the corporation is a symbol of their attack on 
the capitalists’ way of life, and they employ our 
concept of the legal entity as the symbol of 
selfishness, rather than as the symbol of service. 

In addition, the new challenge of liberal edu- 
cation, as it finds expression through the lives 
of those who serve corporate enterprises, is to 
lift the eyes of the businessman so that he may 
see the world as an integrated whole, and not 
merely limit his sights to our national borders. 


The eyes of the teeming multitudes in the 
backward parts of the world are watching us 
and our way of life, and one further thought is 
in their minds. They say that what we have 


TE a 





proach” to the area of business administration. 
The Harvard Business School has been for 
many years the recognized leader in the devel- 
opment and use of the case method of instruc- 
tion in business education. Without diminish- 
ing its interest in that approach at the M.B.A. 
level, it is now adding a strong theoretical em- 
phasis for its doctoral program, especially in 








by Clarence B. Randall * 


achieved is magnificent, but that the process 
has been slow in comparison with that of our 
competitors, the Russians. They say that Russia 
has achieved in thirty years what it has taken 
us 175 years to accomplish, and that perhaps it 
would be wise for them to take the short-cut. 
Not having been reared amid our standards of 
freedom, they are not too sensitive to limita- 
tions on liberty. They look the other way at talk 
of what might happen if they should take 
Russia's path toward economic strength. 

The thing that they do understand, however, 
and that they do take exception to, about our 
way of life, is our alleged insensitivity to spirit- 
ual and cultural values. They accept our tech- 
nology and are happy to imitate it. They also 
accept our superficial manners, such as lipstick 
and jazz. But they are not sure that we have a 
higher culture that is worth imitating. They 
hold the strong conviction that the emphasis in 
our way of life finds expression only in material 
terms, and they do not want their new societies 
erected on that foundation. 

Here is the greatest challenge of all for the 
men with liberal education. . . . 

The young man who entered American in- 
dustry at the time when the physical conquest 
of our continent was under way, when the rail- 
roads were spanning the prairies, the steel mills 
were being built, and the great banks were 
being established, must have had great excite- 
ment from the prospects that lay ahead of him. 

Today the challenges are far greater, far 
more exciting. Young men with vision will see 
this, and will accept the new responsibilities 
with eagerness and without fear... . 


® Clarence Randall, THE RANDALL LEC- 
TuRFs (White Plains, N. Y.: Fund for Adult 
Education, 1957), pp. 36-44. Reprinted by 
permission of The Fund for Adult Educa- 
tion and the author. 





the areas of economic analysis, behavioral sci- 
ence, and statistical methodology. 

Common to all of these program develop- 
ments is an emphasis on the basic theory of the 
disciplines underlying business administra- 
tion, notably mathematics and the social and 
behavioral sciences. Perhaps the greatest pos- 
sibility for developing a scientific body of 
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knowledge on business administration lies in 
this direction. Recently a conference of spe- 
cialists in quantitative controls was called for 
the purpose of determining the research needs 
in their area of interest. One might have ex- 
pected such a group to concentrate on what 
resources and organizational arrangements are 
required to improve the techniques of ac- 
counting, statistics, or mathematics. As it 
turned out, there was virtually no discussion 
of techniques. In order to determine whether 
the techniques of control were adequate or 
might be improved, it was generally agreed 
that one must understand fully the purposes 
for which the controls are to be used. Some be- 
lieved that emphasis should be placed upon 
designing the information systems of the firm 
in order to improve management control and 
decision-making. Others felt that even this 
concept was too narrow and that it should be 
broadened to take account of how human 
beings respond to controls. It was the con- 
sensus that such issues must be resolved be- 
fore proper techniques can be perfected. 

The significance of broad generalization or 
theory to business administration was well ex- 
pressed in a recent statement by Professor 
Jay W. Forrester, inventor of the Whirlwind 
digital computer, and now Professor of In- 
dustrial Management at the Massachusetts In- 
stitute of Technology: 

“If a human activity is to develop the status of a 
profession, it must discover the underlying princi- 
ples which unify its separate aspects. It must de- 
velop a basic theory of behavior. It must learn how 
to convert experiences and particular case exam- 
ples into a contribution to this general theory. 
And, finally, it must be able to use the basic princi- 
ples of the theory as a useful practical guide for 
explaining and solving new problems as they arise. 
By accomplishing these, management will become 
a true profession during the next generation.” 

In order that more teachers in schools of 
business administration might be effectively 

' Jay W. Forrester, Industrial Dynamics—Understanding 
the Forces Causing Industrial Fluctuation, Growth, Sta- 


bility, and Decline. Manuscript to be published in the 
July-August 1958 issue of the Harvard Business Review. 


acquainted with some of these and other new 
developments, an experimental summer semi- 
nar on “New Developments in Business Ad- 
ministration” was established last year with 
foundation support. This was given on the 
Williams College campus with an_ inter- 
institutional staff and senior faculty members 
from 35 schools of business as participants. 
The responses to this program were so enthu- 
siastic that similar, though not identical, sem- 
inars are being planned for the summers of 
the current and the two succeeding years. 

{| Sixth, most of the leading schools of busi- 
ness and many others have added “advanced 
management” or “executive” programs in re- 
cent years. This constitutes a recognition of 
the “continuous voyage” concept of education 
for the business executive and of the fact that 
motivation for learning is different at different 
stages of a person's career. The principal ob- 
jective of all such programs is a dual one: to 
despecialize the specialist executive and to 
broaden his intellectual horizons so that he 
may better meet his multifarious top manage- 
ment responsibilities, both within and outside 
his firm. A wide variety of programs has been 
used by the schools in approaching this objec- 
tive, and these programs are under constant 
scrutiny for possible improvement. 


WE ay reasonably expect that the new ideas 
or new and promising attacks on essentially old 
ideas will have an increasingly wide impact. 
In this process of spreading, improvements 
and adaptations can and should be made. But 
there must be an increased flow of essentially 
new ideas and new concepts. And ways must 
be found to give them a fair trial. 

As indicated at the outset, the stakes are 
high. Business administration must continue 
to be a highly dynamic concept and process. 
It should be built increasingly upon rigorous 
basic research and on forward-looking, vigor- 
ous teaching in our colleges and universities. 
Success in this area will largely determine 
whether or not the challenge to our nation’s 
basic security is met. 
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CURRENT 
RECESSION 


some Causes 


and cures 


The present challenge to business is this: 
Economic policy must be directed toward 
keeping the system running at full speed 
ahead—in fact, toward a slightly faster pace. 
How can business create an environment in 
which expectations are consistently for a 
bright future—without the danger that such 


expectations are mere illusions? 





T HE ECONOMY is now testing the theory that 
only a moderate increase in unemploy- 
ment can stem the rising price level of the 
postwar period. This theory holds that “creep- 
ing inflation”—that is, an upward trend in the 
general price level—generates a kind of over- 
confidence. Businessmen overreach their final 
markets in constructing new plants and equip- 
ment. And they fall victim to a too-easy wage 
policy in the face of immensely powerful 
union pressures and apparent labor shortages. 
Meanwhile employees loaf on the job and pro- 
ductivity lags. 

Thus, the only way out, this theory holds, is 
a rude awakening for both labor and manage- 
ment. This awakening comes to labor in the 
form of unemployment and decreasing job se- 
curity, and to management in the form of de- 
clining profit margins and disappointing sales. 
The result is a healthy shifting of resources, 
higher productivity, lower prices, and a gen- 
eral re-evaluation of the course of business. 
This “agonizing reappraisal” is thus said to re- 
sult in future growth of a healthier nature. 

Succinct and explicit statements of this the- 
ory come from individuals who hold posts of 
critical importance in our economic system. 
Foremost is William McChesney Martin, Jr., 
Chairman of the Board of Governors of the 
Federal Reserve System. Of almost equal im- 
portance are people of stature in the field of fi- 
nance: for example, heads of insurance com- 
panies and major banks. Popular magazines 
echo their sentiments. With characteristic 
American inventiveness, the recession is la- 
beled an “economic coffee break” and a 
“breather.” 


THE ACCELERATOR: 
A FORGOTTEN FACTOR 


With the increase in unemployment of late 
1957 and early 1958, a testing ground has been 


AUTHOR'S NOTE: The writer wishes to thank Dr. Theo- 
dore Levitt for his helpful comments and the assurance 
that at least one other person is in sympathy with this 
analysis. The writer is solely responsible for facts and 
opinions presented here. 
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prepared for these ideas, particularly the 
agonizing reappraisal. But the test will not be 
simple or without danger. Indeed, there is 
very great danger, since the coffee break the- 
ory overlooks the operation of a critical factor 
in our economy: the relationship between in- 
vestment and consumption that economists 
have called the “accelerator.” The operation of 
the law of acceleration when coupled with 
highly changeable business expectations may 
achieve unexpected results. Much of the re- 
cent argument about government policies de- 
signed to stabilize or reduce prices overlooks 
the relentless logic of this law. 

In 1917, John Maurice Clark formulated, in 
a now famous article,' the principle of acceler- 
ation. Professor Clark was not the first to dis- 
cover this principle, but he was the first to ex- 
press it in a way that convinced his fellow 
economists. 

The law of acceleration is that demand for 
new plant and equipment (capital goods ) de- 
pends upon the rate of change of consumption 
or of final sales. Therefore, demand for capital 
goods can mount only when the rate of change 
is increasing and can remain stable only when 
consumption is increasing at a constant rate! 
But constant consumption means declining in- 
vestment. Falling consumption means the vir- 
tual stoppage of investment. 

This all comes about because capital goods 
expenditures are made in lumps and batches 
rather than in a continuous stream. If spend- 
ing for modernization and expansion meets 
planned goals, capacities will become larger 
than what is immediately needed. Expansion 
is based on the expectation of meeting demand 
over a period of years and of continued rates of 
increase in consumption. If consumption has 
been growing at an increasing rate through 
time, a slowing down in this rate of increase 
may set off a decline in investment.’ In other 
words, the investment repercussions of 


‘John Maurice Clark, “Business Acceleration and the 
Law of Demand: A Technical Factor in Economic Cy- 
cles,” Journal of Political Economy, xxv (March, 1917), 
217-35. 

2In more mathematical terms, investment will decline 
when the consumption pattern reaches a point of inflec- 
tion, even though consumption continues to rise. 


changes in consumption rates are magnified or 
accelerated out of proportion to the changes. 


Meaning for Our Economy 


The question is: “Does this accelerator have 
meaning for the perplexing puzzle of the 
wage-price spiral? And for the nation’s present 
economic problems?” 


The answer is that it is the essence of the prob- 
lem. The single most important fact of our recession 
is the tremendous decline in business confidence and 
the resulting precipitous decline in business invest- 
ment. 


The crucial role of entrepreneurial expecta- 
tions in the operation of the accelerator is 
often overlooked, especially when allusion is 
made to the beneficial effects of lower prices, 
reallocation of resources, healthier growth, 
and similar matters. Confidence is ordinarily 
maintained with ease, because it is not the na- 
ture of businessmen to predict drastic change. 
But once confidence deteriorates, a chain of 
reactions sets in. Businessmen may postpone 
or halt investment expenditures, and _ this 
drags economic activity down. Reduced ac- 
tivity, in turn, confirms their fears and damp- 
ens expectations even more; thereupon, the 
economy is depressed another notch. If condi- 
tions are allowed to deteriorate, the acceler- 
ator operates vigorously on the downside, and 
the barriers that business must overcome grow 
more formidable by the hour. 

Businessmen will proceed with new invest- 
ment only while consumption is increasing or, 
to be more accurate, while they anticipate an 
increase. When the perspective ceases to be of 
this nature, excess capacity will be thought to 
exist, and plant and equipment investment 
will fall off drastically. 


Possible Reserve Board Action 


When this happens and the economy begins 
to slow down (panic is a possibility if people 
begin to hoard cash, and banks become reluc- 
tant to lend money ), the authorities must in- 
ject more active purchasing power into the 
economic system. Despite the Jehovah-like 
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attitude of the Federal Reserve Board in its 
attempts to dispense economic justice, such an 
injection of purchasing power is likely to take 
place in the future because political pressures 
will demand it. The economy will probably 
never fall, therefore, into the kind of severe 
decline that a money panic or the emergence 
of a pathological psychopecuniary syndrome 
would entail. 

Although this kind of economic hell may be 
ruled out, purgatory is a distinct possibility. 
The wrong policies during an economic coffee 
break might keep the economy from going at 
full tilt later on and productivity (output per 
man-hour) from achieving really solid gains 
during the recovery period. Thus, if the Fed- 
eral Reserve, grudgingly preoccupied with in- 
flation, awaits a natural recovery to inject new 
purchasing power into the system, it actually 
may come at a time when less than the usual 
increases in productivity are occurring; the re- 
sult may be still more creeping inflation. This 
would be followed quickly by tight money 
policies, and the downturn would be on again. 
The economy might never achieve the pro- 
ductive growth of which it is capable.* 


IMPLICATIONS FOR 
ECONOMIC POLICY 


These considerations argue that economic pol- 
icy should be directed toward keeping the sys- 
tem running at full speed ahead and, in fact, 
toward maintaining a slightly faster pace. 
This is very nearly the opposite of the point 
of view taken by Mr. Martin‘ and such leaders 
in the financial world as Carroll Shanks, Presi- 
dent of the Prudential Insurance Company,” 
as well as by outstanding commercial bankers. 


’ Available estimates show that productivity in the U.S. 
economy increased only about 1 per cent in 1956 (after a 
rather vigorous recovery in output per man-hour in 1955). 
Preliminary data suggest that even this poor showing was 
not much improved in 1957. 

‘William McChesney Martin, Jr., “The Business Proc- 
ess is Rational—Not Magic,” Business Horizons, Special 
Issue of the Indiana Business Review (June, 1957), pp. 
34-38, 

* In a speech before the Economic Club of Detroit, Sep- 
tember, 1957. 


Encouragement for Business 


If the accelerator mechanism is to serve rather 
than defeat the economy, a monetary and fis- 
cal policy must be fashioned to keep invest- 
ment running at high gear. It should seek to 
create an environment in which business an- 
ticipates a bright future. 

These expectations must not be mere illu- 
sions. If business is discouraged unduly by un- 
favorable news about the rate of increase in 
sales, the economy is in for a slowing period 
and probable lessened productivity. In con- 
nection with this, it must be recognized that 
the newspapers and magazines thrive on “bad” 
news. Like divorces, adverse comparisons of 
today’s business with last year’s business make 
headlines. The press reports this bad news 
partly because it thrives on the unexpected, 
the unhoped-for, the bizarre—the quixotic and 
catastrophic facts on which its readers vicari- 
ously feed. But in the main, the press will sim- 
ply be performing its function of reporting. 
And in the present age of economic self- 
consciousness, this fact may become one of 
the most formidable obstacles to economic 
growth. 

Of course, the economy cannot and should 
not guarantee profits to each business. This 
violates the enterprise system of allocation by 
consumer choice. But it must create a situation 
in which profits are possible from increas- 
ingly high levels that the economy will attain.® 
Happily, these high levels of the economy will 
also bring about increased standards of living 
for the consumer, presumably the goal of our 
economic system. 


The Opposition’s Case 


One objection to this point of view will be that 
of the classical economist, who will argue that, 
because of the mobility of money capital, in- 
vestment will be merely redirected when the 
rate of growth slows down in parts of the econ- 
omy. That is, he will state that the redirection 


® For an account of the problem of, and formula for, 
maintaining investment, see Theodore Levitt, “Invest- 
ment, Depression and the Assurance of Prosperity,” Jour- 
nal of Finance, 1x (September, 1954), 235-51. 
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of resources, accompanied by and consistent 
with a lower price level, will come about when 
capital seeks profitable outlets. In other words, 
we ought not to tinker with the economy (at 
least while it is dropping a bit ). If left alone, it 
will correct itself, with no serious depressing 
effects. 

This is undoubtedly what Mr. Martin had in 
mind when he said before the Senate Banking 
Committee in February, 1958, that “lower 
prices would now prove to have expansive 
benefits for economic activity generally.”* The 
length of the recession, he said, would depend 
upon “the speed with which economic correc- 
tions and adaptations are made .. . in business 
pricing, other selling practices and efficiency, 
in wage bargaining, in various financing ar- 
rangements, and in the incentives to consum- 
ers to buy.”® 

This implies a responsiveness of capital to 
changing economic conditions and economic 
uncertainty that is not realistic. In the face of 
uncertainty, retrenchment is the most likely 
reaction of real investors (not stock market 
those 
charged with economic decision-making in- 


speculators), businessmen, and _ all 


volving the commitment of liquid resources to 


illiquid form. They are not apt to look around 


for a place to put some money in order to turn 
a fast profit. Moreover, the return of favorable 
news is unlikely to cause an immediate stir of 
action. Action comes only after a period of di- 
gestion, so to speak, to make sure that the news 
is real, particularly after a long period of bad 
news. Reactions to unfavorable news are more 
immediate and more drastic—and always 
downward.” 


‘“FRB Cuts Banks’ Reserve Requirements By Half a 
Point in Anti-Recession Move,” Wall Street Journal ( Chi- 
cago), February 20, 1958, p. 3. Up to mid-1957, it ap- 
peared that Federal Reserve authorities would be content 
if prices would only level off. But the August, 1957, in- 
crease in the discount rate suggested that the Board would 
actually try to bring about price reductions, even at the 
risk of inducing a depression. The economic reasoning sub- 
stantiating this move was clearly stated by Mr. Martin in 
his testimony before congressional committees last sum- 
mer. 

* William McChesney Martin, Jr., “Flexible Monetary 
Policy,” Federal Reserve Bulletin, xiv (February, 1958), 
136. 


Business expectations are therefore an argu- 
ment against the likelihood that self-corrective 
behavior will bring the economy out of a lull 
or slump. In the idealized world of perfect mo- 
bility, divisibility, and knowledge, capital 
would move quickly from one place to an- 
other; and unemployment would only be fric- 
tional. In the real world of less noble dimen- 
sions, expectations are likely to inhibit such 
perfect adjustments. 

The major objection to the point of view ac- 
knowledging acceleration will no doubt be 
that it supports creeping inflation and that in- 
flation consciousness will finally destroy the 
economy. G. L. Bach, for example, has said 
that (the emphasis is his ) “The real danger of 
creeping inflation is that it will pick up steam 
and grow beyond a creep.” *° This is indeed the 
crux of the argument. 

Nobody has ever said that creeping inflation 
is a present evil in itself. Indeed, everybody 
agrees that the postwar period, when prices 
have trended chronically upward, has been a 
period of great economic expansion and well- 
being. The Economic Report of the President 
for January, 1957, devotes many pages to what 
is called a statistical description of the “im- 
provement in well-being.”'' Instead, what 
causes apprehension about inflation is the 
ghost of Christmas Yet to Come, a day when 
people lose their natural tendency to expect 
constant prices. After a period of prolonged 
price increases, brought on by periodic easing 
in monetary policy to reverse any tendency 
toward deflation and unemployment, they 
come to expect and, more important, to act 
upon the expectation of higher prices. 

When that happens, people will spend their 
money as fast as they can so that rising prices 
will not reduce the purchasing power of their 


® See G. L. S. Shackle, Expectation in Economics (Cam- 
bridge University Press, 1952). Also Clarence Jung, “In- 
vestment Decisions and the Non-Linear Cycle,” Journal of 
Industrial Economics, tv (October, 1955), 33-44. 

10 G. L. Bach, “Inflation in Perspective,” Harvard Busi- 
ness Review, xxxvi (January-February, 1958), 108. 

11 “Economic Growth and Improvement, 1953-56,” Eco- 
nomic Report of the President, January, 1957 (Washing- 
ton: U.S. Government Printing Office, 1957), pp. 4-19. 
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income. This quest for goods or equities and 
abhorrence of cash, this high elasticity of price 
expectations, is the process by which creeping 
inflation turns into a gallop. 

There is no evidence that this has happened 
or is likely to happen in the American econ- 
omy. Evidence from various surveys indicates 
that consumers and businesses have not 
turned toward the inflationary hedges of com- 
mon stocks and real assets, and away from 
fixed income securities. Mr. Bach himself, from 
his extended study of the redistributional ef- 
fects of inflation, concludes that American 
households have made little effort to switch to 
“inflation-proof” assets.” 

The evidence is lengthy on this score and is 
perhaps not unequivocal, but it is impressive 
enough to give basis for argument that there is 
little danger of a galloping inflation. It is inter- 
esting to note how quickly the fear of gallop- 
ing inflation has subsided in 1958. 


MEANING FOR THE FUTURE 


It is clear that monetary and fiscal policy must 
be directed toward maintaining a high rate of 


12 Bach, p. 108. 








activity for the economy. Our problem is not 
so much to prevent inflations or busts as it is 
to sustain the boom. The operation of the ac- 
celerator plus the magnification achieved by 
changes in business expectations lead to eco- 
nomic extremes. A declining economy will not 
stop at an equilibrium point slightly below 
growth potential; it is more likely to take a cat- 
astrophic spiral downward. This might in- 
deed be the prospect for 1958 if defense ex- 
penditures were not so pressing a need. As in 
World War II, military expenditures will pro- 
mote a recovery that we will not permit our- 
selves to make by less “patriotic” excuses for a 
federal spending spree. 

A continuing boom does create inflationary 
pressures. But balanced against this is the fact 
that higher productivity and greater total pro- 
duction in the economy are attainable only if 
the accelerator is made to behave and business 
confidence is maintained. 

American capitalism is capable of prodi- 
gious feats of economic performance, much 
bigger and better even than have occurred in 
the last decade. Our national economic policy 
should be directed toward unleashing that po- 
tential, not curbing and hemming it in by peri- 
odic and misplaced preoccupation with lesser 
matters. 


A COMPLEX, dynamic economy is not likely to grow at a perfectly steady 


rate. Producing millions of different products, based upon the changing de- 


cisions of millions of savers and investors, buyers and sellers, a progress- 


oriented economy is not likely to operate at all times at full capacity. It is 
not a mechanical apparatus which can be oiled, fueled and set going at a 


predetermined beat. 


Even a machine has time out for repairs and, perhaps, overhaul. To expect 


our highly complex, sensitive, interdependent economy to operate and grow 


at stable rates is to expect the impossible and to set up expectations which 


can only end in some disappointment and frustration. The way to avoid dis- 


illusionment is to start without illusions. 


—Report of the Committee on Economic Policy 


RESISTING BUSINESS CONTRACTION 


Cost reduction can be effected—in a hurry—all through the plant. 


Here are some practical suggestions for going about it. 


how to 


Cut Production 


Costs Effectively 


SIDNEY R. CATSIFF and J. 


A T THIS point in our economic cycle, there 

is no doubt about shrinking company 
profits. Although there is no unanimity of 
opinion regarding constructive action that 
government and business should be taking, 
there are several ways by which individual 
companies can bolster sagging profits. One of 
the most rewarding of these is to cut costs in 
the area of largest expenditures—the manu- 
facturing department. 

At this time, not many companies will in- 
itiate long-range cost-reduction programs. 
Too many either will become unduly alarmed 
and frantically slash costs or will do little or 
nothing, on the wistful assumption that the 
business decline will be reversed. Not enough 
will deliberate briefly, decide on a program, 
and then move swiftly to cut costs. Consider- 
ing the great advance in production manage- 
ment, it is surprising how few companies are 
using cost-reduction programs that truly meet 
today’s needs. 

There are many approaches to cost reduc- 
tion. A few companies have highly organized 
cost-reduction programs requiring large staffs. 
At the other extreme, some manufacturing 
managers feel that even an informal cost- 
reduction program implemented by staff 
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committees is unnecessary. They place all 
cost-cutting responsibility upon the regular 
supervisor. 

In most companies uncertainty for the fu- 
ture is causing confusion about the best and 
most efficient way to lower costs. Where, how 
far, and how fast costs must be reduced are 
issues on which there can be no crystallized 
opinion. A sales forecast is essential to deter- 
mine the kind of program required. When pro- 
fessional economists disagree substantially 
about the direction in which our economy is 
headed, it is discouraging for laymen to at- 
tempt to make forecasts. Fortunately, it is less 
difficult to evaluate sales potential for a single 
company than for the economy as a whole, and 
most executives are interested in a single com- 
pany. And a sales forecast, even though uncer- 
tain and problematical, is the first step in de- 
veloping a cost-reduction program fitted to the 
company s needs. 

Other factors that must be taken into ac- 
count are the amount and quality of cost- 
reduction work now being carried on. Certain 
searching questions need to be asked: 


Are cost data reliable? 
Have cost goals been set up? 
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If so, are they too high or too low? 


Does the company have competent people who can 
be used on a cost-reduction program either on a 
full-time or a part-time basis? 


These considerations are elementary. But, 
under the pressure of cutting costs during a 
period of low business activity, too many ex- 
ecutives forget their importance. Unless a 
company is in such difficult circumstances that 
its doors are about to be closed, it should take 
sufficient time to evaluate, at least roughly, 


e How deep cost cuts must go and how quickly 
they must be made 


e What data are available to point out the most 
lucrative cost-cutting areas 


e Who will be directly responsible for getting 
the job done 


GOALS 


One of the best ways of setting goals is to com- 
pare your company with its competitors. This 
procedure is effective if your company is a 
large, publicly owned one, whose products are 
of a kind manufactured by others. However, 
if your competitors manufacture other prod- 
ucts, have more or fewer plants, or differ from 
your operations in other major respects, com- 
parisons will be difficult. If your competitors 
do not publish their figures, it is possible that 
your trade association has at some time gath- 
ered and tabulated financial and operating in- 
formation about its membership and has pub- 
lished it for the benefit of all the members. If 
data are not available from either of these 
sources, you will have to work with your own 
company figures. 

Obtain the percentage of net profit before 
taxes for the last 15 or 20 years. Some years 
are bound to be better than others. You may 
want to exclude years in which the net profit 
was heavily influenced by sales of capital as- 
sets or by any other nonrecurring business in- 
come. Take one or perhaps two of the best 
years, and if profit performance is better than 
it is at present, try to determine why. Consider 
setting the average or adjusted net profit fig- 
ure for this one- or two-year period as a goal, 
and try to determine ways in which costs may 









be reduced so you can reach that goal. Re- 
member that the last decade has been one of 
unprecedented prosperity. Many unsound and 
costly practices have crept into business and 
have been allowed to exist because of high 
business volume. Do not be afraid to set cost- 
reduction goals that may seem difficult to 
meet. 

Having made some estimate of sales volume 
for a short-term period, having reviewed prof- 
its in your own company for a long period of 
time and, if you are fortunate, having esti- 
mated how well your competitors are doing, 
you should be able to state roughly what your 
cost-reduction goals are and how quickly they 
can be attained. It should be possible to state 
that costs must be cut by 5 per cent, 10 per 
cent, 15 per cent, or perhaps more, and that the 
changes can be installed in a given number of 
weeks or months. 


STARTING ACTION 


If at this point there is a pressing need to re- 
duce costs, two simultaneous actions can be 
taken. 

One is to continue the same approach used 
above but to analyze every major element of 
manufacturing cost, expressing each as a per- 
centage of a sales dollar. If competitors’ figures 
are available, they will yield useful data. If 
not, using the best figures either for the one- 
or two-year period, or perhaps the best yearly 
figure for the last several years, you have the 
basic data for two statements based upon the 
established profit goals: 


e The actual net profit statement with the dol- 
lar amounts for each major expense classifi- 
cation 

e Each major manufacturing expense item ex- 
pressed as a percentage of the sales dollar 


While the financial and industrial engineer- 
ing departments, with the assistance of other 
departments, have been working on goal- 
setting, every department in the manufactur- 
ing division should be reviewing its operations 
to determine where costs can be cut. To expe- 
dite this evaluation, the best technique is to 
apply the old but still valid principle—first 
things first. The departments and the products 
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with the largest number of expense dollars 
should be reviewed first and should receive 
the closest scrutiny. Direct labor, representing 
a very large expenditure, and the one that can 
be cut fastest, should be checked first of all. 

Do not be unduly disturbed if the products 
with the largest dollar sales volume are the 
high-profit items. Often there is more cost- 
reduction potential in the high-profit items 
than in the low-profit ones. This may sound il- 
logical, but there are many reasons for low 
profitability of a product other than high costs. 
In many industries an erratic sales price struc- 
ture as related to cost is one of the principal 
reasons. Usually low-profit products have been 
checked and analyzed numerous times. This 
is seldom true of high-profit products, and a 
reasonably complete analysis may show sub- 
stantial possibilities for lowering costs. 

Department superintendents will want to 
meet with supervisors in their departments to 
develop as many cost-cutting ideas as possible. 
Brainstorming on either a formal or an in- 
formal basis can be used advantageously. 

This is the time to reanalyze old ideas that 
seem to have merit but were never installed, 
and to review previously tried ideas that per- 
haps did not work so well as expected and, 
therefore, were discarded. Some of them can 
be made to function under the pressure of cur- 
rent needs. A cursory check of previous cost- 
reduction memos is a systematic way of 
reviewing formerly suggested cost-cutting 
methods. 

At this point, it is beneficial to develop 
the largest possible volume of cost-reduction 
ideas that have anything approaching a rea- 
sonable potential. They can be appraised at a 
later date to meet the specific needs of the 
situation. In this evaluation process, a simple 
form may be helpful. For this, each idea 
should be evaluated approximately as to the 
time required to put it into effect, the installa- 
tion costs, and the estimated annual savings. 
To reduce or eliminate formal analysis, these 
requirements may be reported quite broadly. 
For example, installation time may be cate- 
gorized as: up to one week, one week to one 
month, one to three months, three to six 
months, and over six months. Similarly, instal- 
lation costs and estimated annual savings can 


be recorded in broad steps. 

The normal procedure would be to discuss 
the major cost-reduction ideas at a meeting of 
the department superintendents. At these 
meetings and at others it will be beneficial to 
hold negative thinking to a minimum. Every- 
one should be reminded from time to time that 
the established profit goals are going to be dif- 
ficult to meet and that the best cost-cutting 
ideas will be used regardless of their origin. 
Where changes in procedures, in layout, and 
in equipment can be made on a departmental 
basis with only small expenditures, they 
should be installed immediately. However, 
everyone should understand that in a serious 
cost-reduction campaign, profit goals cannot 
be met by installation of a number of minor 
cost-cutting ideas. At least a few ways of sav- 
ing substantial amounts of money will have to 
be found. 

At the conclusion of these meetings, two 
things should have been accomplished: 


1 Methods, procedures, layout, and equipment 
changes; hourly rated employee or super- 
visory force reduction; or other changes that 
indicate profit goals can be met should have 
been suggested. 

2 An installation date for each major change 
should have been established and agreed 
upon. 


ATTITUDES 


Employee attitudes, particularly those at the 
supervisory level, will determine whether or 
not goals are met. It is only natural and human 
to defend the status quo. It may even seem 
that cooperative employees, at whatever level 
in the organization, are the ones who lose the 
most. But that is true only within very narrow 
limits if top management exercises strong 
leadership. Fair, reasonable, and prompt de- 
cisions are much more necessary now than 
they were under normal periods. The easiest 
way to break the morale of any organization 
is to make special concessions to a limited 
number of supervisors or departments. 

At the beginning of such a program, if it 
seems reasonable that the supervisory group 
will remain intact, let this fact be known. If 
salary cuts are in order, if ranks must be 
pruned, do this as quickly as possible. Use any 
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method at all to stabilize this group rapidly, 
because on its shoulders rests the responsibil- 
ity for the success of the whole program. 


TOP MANAGEMENT 


Top management must be interested in help- 
ing others at a lower level do the job that must 
be done. Executive officers of the company 
must demonstrate their interest publicly, by 
talking to people who are responsible for the 
cost-reduction program, by visiting in the 
plant, by showing their appreciation to those 
who are getting results, and by assisting wher- 
ever possible. In these ways, they can also 
evaluate how well the program is going; and, 
where it is lagging, they can introduce addi- 
tional stimulants promptly. Unless company 
leaders break the trail, others will not make 
the extra effort needed to get off the beaten 
path. Unless the leaders show a sense of fair- 
ness in making cost-reduction decisions, the 
program will falter. 

Management members can emphasize the 
necessity for organizing the job at hand and 
doing first things first. They should demand 
periodic reports that show what progress has 
been made and what accomplishments can be 
expected in the near future. As long as busi- 
ness conditions remain uncertain, they should 
insist on meetings approximately once a 
month to review accomplishments and cost- 
reduction objectives. Management must leave 
no doubt that it is wholeheartedly behind the 
program. 


MORE IDEAS 


Once the campaign is started with a sizable 
group of cost-reducing ideas, everyone should 
understand that a continuous flow of ideas is 
necessary. It is quite possible that newer ideas 
will actually supplant those that have been 
previously suggested either because their po- 
tential is greater or because they can be in- 
stalled in a shorter period of time. Manage- 
ment should see that all employees, including 
those down in the shop, are getting an oppor- 
tunity to contribute. If there is a suggestion 
system, management should consider ways in 
which it might be sparked into additional use- 


fulness. If rewards have been on a monetary 
basis, perhaps additional publicity about 
award winners will stimulate more suggestion 
activity. If a suggestion system has never been 
used, perhaps one should be installed. It may 
not be necessary to give monetary rewards. In 
some successful systems ideas have been given 
publicity in proportion to their contribution to 
the company. The advertising department 
might help with publicity stunts and materials 
to encourage additional ideas and the in- 
creased effort needed to put them to work. 

Staff personnel are paid to give special serv- 
ices and to think up new ideas. Be sure that 
every staff man has an opportunity to tell what 
he thinks should be done. 


WHAT OTHERS HAVE DONE 


A general cost-cutting approach has been 
outlined and suggestions have been made for 
actually putting it into operation. Here are 
some of the specific ways of reducing expendi- 
tures that have been used successfully by 
others. A complete list would be almost end- 
less. The cost-cutting ideas given below seem 
to us to be particularly worth while for today’s 
conditions: 


1 Plant Facilities 


Close inefficient units. 

Eliminate outmoded facilities. 

Rent or lease temporarily unused facilities. 
Centralize or decentralize operations. 
Improve materials handling. 

Consolidate parts stockrooms. 

Relocate service departments. 


2 Research and Engineering 
Realign research and engineering organi- 
zations. 
Restate fields of responsibility. 
Control appropriations to channel efforts 
into the most promising projects. 
Control purchases of outside research and 
engineering services. 
Keep management informed of work prog- 
ress and money expenditures. 
Schedule projects by steps and establish 
completion dates for each step. 
Periodically review project progress. 
Concentrate on product development 
rather than on basic research. 
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Improve or simplify products to reduce 
their costs. 

Increase utilization of waste materials. 
Use substitute materials. 

Develop new products similar to those al- 
ready being manufactured to permit use of 
existing manufacturing facilities. 
Develop products to utilize surplus, fabri- 
cated, and semifabricated inventories. 
Use drafting short cuts. 


3 Inventory and Purchasing 


Return surplus materials to supplier. 

Sell excess materials. 

Utilize surpluses in other divisions. 
Exchange inventory surpluses with com- 
petitors. 

Review monthly turnover of raw materials. 
Arrange for jobbers or parts manufacturers 
to carry stock. 

Centralize purchasing gperations. 

Set revised maximum and minimum inven- 
tory limits. 

Employ hand-to-mouth buying of those 
materials vulnerable to price declines. 
Schedule material shipments to coincide 
with date of need. 

Hold purchase commitments to lowest pos- 
sible point. 

Require high-level approval for purchases. 
Manufacture more basic materials and 
parts. 

Determine the most economical purchase- 
lot sizes. 

Check additional suppliers for better 
prices. 

Arrange with suppliers to ship on pallets. 


4 Production Management 


Speed flow of work through plant. 

Reduce work of subcontractors. 

Reduce fluctuation in work load. 

Give special attention to scheduling of 
nonrepetitive types of production. 

Utilize time standards for better control of 
work flow. 

Isolate and eliminate causes of delays. 
Use time and motion studies and man-hour 
controls to improve methods and simplify 
operations. 

Use control reports for material consump- 
tion, indirect labor, and overhead. 
Intensify methods analysis and work sim- 
plification. 








5 Plant Operations and Maintenance 
Reduce overtime expenses by improved 
production schedules, better control of 
equipment maintenance, reduction in work 
on premium pay shifts. Review all prac- 
tices pertaining to overtime. 

Make engineering analysis ‘of present 
methods. 

Reduce job-lot orders. 

Re-examine machine speeds and feeds. 


6 Quality and Waste Control 


Use statistical quality control procedures 
on production line, on incoming materials, 
on other fields of operations to reduce in- 
spection costs and improve quality. 
Follow up on possible secondary savings 
indicated by use of quality control by over- 
hauling equipment, revising tool parts and 
gauge design, and promoting scrap reduc- 
tion. 

Promote waste control by bulletin boards, 
personal letters, and display; by appraising 
quality performance of employees; and by 
replacing poor operators. 

Fix responsibility for scrap. 

Make cost analyses of scrap utilization. 


SUMMARY 


Unfortunately, decisions in the area of our 
discussion are never simple. That is why a 
hard but reasonably brief look at the business 
and its immediate future is the effectual ap- 
proach to cost-cutting today. 

If goals either are improperly set or, once 
set, are not reached, the manufacturing man- 
ager can be sure of real trouble. At least the 
extremes can be outlined. If retrenchment 
proceeds too far and too fast with drastic cuts 
of personnel, inventories, and production ca- 
pacities, a sudden increase in business will 
leave the company lagging far behind its com- 
petitors. If sales volume continues to decrease 
and costs of the above items are not cut dras- 
tically enough, the results can be disastrous. 

Corrective changes can be made today that 
would have been ill-advised or impractical 
during the last several years. And the cost- 
conscious manager who acts promptly and 
with skill and courage now will be compen- 
sated for years to come. 


















PERHAPS no other single proposal in the 
field of commercial broadcasting has pro- 
voked more widespread, intense public con- 
troversy than has this year’s discussion of sub- 
scription television. Most of the controversy 
sur) ounding subscription television has cen- 
tered on those proposals whereby television 
stations could broadcast certain programs 
over the air waves with a scrambled signal; 
subscribers to the system would then be re- 
quired to equip their home television receivers 
with a decoding device in order to watch the 
programs, and would pay a fee for those sub- 
scription programs received in the home. 
Because these subscription systems would 
require the use of a few existing television 
channels for their broadcasts, their operation 
requires the approval of the Federal Com- 
munications Commission, a federal regulatory 


body administering the Communications Act. 
In October, 1957, the 


FCC, acting on a petition 
filed in 1955 by the Zenith Radio Corpora- 
tion, announced specifications for the authori- 
zation of a national test of subscription Tv. 
The document carrying the specifications, 
called the “First Report,” carried the stipula- 
tion that no such operations would be author- 
ized before March of this year. 

The Communications Act of 1934 carried 
no specific provisions for subscription televi- 
sion, and the Commission set the March date 
to provide the Congress with ample time to ex- 
press its opinions and to provide whatever leg- 
islation was needed to carry out the wishes of 
Congress. 

The congressional action was not long in 
coming. Resolutions from both the House and 
Senate Interstate and Foreign Commerce Com- 
mittees were sent to the FCC in early February 
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this year, strongly suggesting that the FCC was 
not yet legally empowered to act on the sub- 
scription television question. The House com- 
merce committee resolution, for example, said 
in part that “it is the sense of this committee 
that the Fcc should not grant authorizations for 
subscription television operations as contem- 
plated in such First Report unless and until 
the Communications Act of 1934 is amended 
so as to specifically empower the Commission 
to grant such authorizations.” 

As a result, the Fcc in a 5-0 decision issued 
a statement in late February in which the Fcc 
postponed any action on applications for sub- 
scription television until at least 30 days after 
the adjournment of Congress. On March 3, 
BROADCASTING magazine reported that only 
one informal application was before the Com- 
mission at that time. 


During committee hearings this summer 
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and fall, and perhaps for some time to come, 
interest in the broadcasting of subscription 
television will be maintained by each of the 
interest groups involved. Throughout the dis- 
cussions of subscription television broadcast- 
ing, claims and counterclaims—some in direct 
conflict with one another—have been in evi- 
dence in Congress, in the press, and in public 
discussions. 

Not in any sense to offer “both si'es’ of 
the controversial issue, but rather to illustrate 
the wide gap existing between the opposing 
sides of subscription television, Business Ho- 
RIZONS here presents two articles by noted au- 
thorities in the field on the controversial issue, 
one favoring and one in opposition to the use 


of broadcasting channels for subscription tele- 
vision. 
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television's new dimension: 
SUBSCRIPTION TV 


HE SUBJECT of subscription television has 

been so grossly misrepresented to the 
American public that I am going to begin this 
paper with a brief description of what it is, 
and of what it will do for the American public 
and for the broadcasting and entertainment 
industries. 

The function of subscription television is to 
bring to our home screens those major box of- 
fice attractions, as well as those cultural fea- 
tures of minority appeal, which are not avail- 
able on home television, and which can be 
seen today only by going outside the home and 
paying an admission fee at a box office. 

Subscription television will add a new di- 
mension to American television by enabling 
the household receiver to perform a double 
duty. The set will continue to bring the 
advertising-sponsored television enjoyed to- 
day. In addition, it will become a home thea- 
ter for economical enjoyment of all that is fine 
and costly in the entertainment world, without 
interruption by commercial messages. 


WHAT WILL BE SHOWN? 


Box office attractions that will be presented on 
subscription television, for a fraction of the 
cost of theater attendance, will include the fol- 
lowing: 


e Hollywood motion pictures of the caliber of 
The Ten Commandments or Bridge on the 
River Kwai 

e Full-length productions, with the original 
Broadway casts, of great hits like My Fair 
Lady and Sunrise at Campobello 


e Full-length concerts by our finest symphony 
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orchestras, fully, manned, and with world- 
renowned soloists and conductors 

e Sports events now blacked out and not shown 
on home Tv 

e A regular schedule of features of minority ap- 
peal, such as our great ballet companies and 
chamber music groups 


These premium entertainment features will 
be presented in their full artistic beauty, with- 
out cutting to fit a time slot, and without the 
annoying interruptions that spoil so many of 
advertising tv's better programs. They will be 
shown over commercial stations to people who 
want them and are willing to pay for home 
viewing, but who cannot have them at all un- 
less subscription television goes into opera- 
tion. They will be presented at a cost so mod- 
est that the entire family will be able to enjoy 
them at a fee less than a single admission at the 
theater. 

This new service will have particular value 
to families of low and medium income, who 
can seldom or never attend a Broadway open- 
ing, and who must limit the number of box 
office events they attend because of the cost 
involved. They will be able to enjoy an abun- 
dance of the world’s most costly entertain- 
ment, and to do so without increasing their 
budgets for entertainment. Instead of spend- 
ing $5 to $10 to hire a baby sitter, pay trans- 
portation and parking, buy theater tickets, and 


Eprrors’ NoTE: A few weeks after the arrival of this 
article Business Horizons learned of the author’s death. 
His loss will indeed be felt throughout the communica- 
tions field. We are honored to present here some of his 
last writing on an issue of so much concern to him. 
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have a snack afterward, a young married cou- 
ple will be able to enjoy a fine NEw movie or 
Broadway opener in their own home at a cost 
of a few cents a person. 

The economy and convenience that sub- 
scription tv will provide for entertainment 
will be present in even greater abundance in 
the field of education. Primarily, it will pro- 
vide the financial sinews to operate hundreds 
of educational tv stations. Because there are 
not enough tax funds and contributions avail- 
able, there are only 32 educational Tv stations 
on the air today—although the rcc has allo- 
cated 256 channels for this purpose. The sale 
of a very few hours of pay educational pro- 
grams a day would make possible educational 
stations on most of these channels, providing 
many hours of truly free programming both 
for the public and for in-school classroom 
work. 

Dean C. C. Caveny of the University of Illi- 
nois, who pioneered the Navy’s wartime re- 
search in the field of visual education, says 
that, in his opinion, 50 per cent of the work re- 
quired for a degree, and up to 100 per cent of 
the work in some fields, could be taught by 
television. Experiments at such places as 
Pennsylvania State University, Fort Benning, 
Pittsburgh, and St. Louis public schools have 
demonstrated that students can learn by tele- 
vision as well as—or better than—they can by 
our traditional classroom methods. 


With subscription tv the educational chan- 
nels could feature for all students our greatest 
educators—those geniuses whose inspired 
courses can now be taken by only a favored 
few. 

Subscription tv can open the doors of higher 
education to hundreds of thousands who 
today must be excluded. For the youngster of 
moderate means who cannot afford four years 
of attendance on a campus, it offers a college 
education. It brings this within his means be- 
cause it can move the college courses to his 
home at a price probably averaging about the 
same as tuition alone if he went to a college 
campus. 

In addition to courses taken for degrees, 
subscription Tv will enable a vast expansion in 
the self-improvement adult education courses 
now offered by extension and night classes. 


Some educators believe this to be one of its 
most important functions. 


WHAT ABOUT COSTS? 


Television is such an economical distribution 
system that it will not be necessary for educa- 
tional stations to operate more than a small 
percentage of their time on a subscription 
basis in order to meet operating costs. It would 
be difficult to overestimate the value to educa- 
tion at all levels that can come from purpose- 
ful use of the free hours by the multitude of 
educational stations which will be supported 
by subscription tv. 

In the field of commercial broadcasting, 
subscription television will add to, rather than 
subtract from, the amount of so-called free 
programming available to the public. This is 
so because subscription Tv will make possible 
hundreds of new television stations, each one 
of which will devote a few hours a week to 
subscription features, and many hours each 
week to sponsored and sustaining programs. 

The Federal Communications Commission 
has allocated 1,880 commercial tv channels in 
the United States. Most of these channels are 
standing idle. On the basis of our own eco- 
nomic studies, and of a study made by the 
Columbia Broadcasting System, the great ma- 
jority of today’s vacant channels will continue 
vacant as long as advertising is television’s 
only source of revenue. 

To be specific: On May 3, 1958, there 
were 504 commercial Tv stations on the air in 
the United States. According to the most re- 
cent Fcc figures, about one-third of the sta- 
tions on the air are operating unprofitably, 
and the money-losers include more vuF sta- 
tions than uHF stations. Economic attrition of 
Tv broadcasting has been so great for the 


“have not” stations that 88 of them have been 


forced off the air because they could not se- 
cure enough advertising revenue to meet ex- 
penses. 

This situation among the “have not” stations 
is in startling contrast to the enormous earn- 
ings of the major networks and their major af- 
filiates. But it is an inevitable result of the eco- 
nomics of advertising-sponsored television. 
Top-flight television programming is so costly 
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that it can be paid for only by large national 
advertisers employing a Tv network, or by net- 
works themselves from the profits they make 
through the sale of advertising. Few locally 
produced programs, or features available to 
nonnetwork stations through syndicate serv- 
ices, can compete for audience with major net- 
work shows. This puts stations without net- 
work affiliation under an all but impossible 
handicap when trying to sell their facilities to 
advertisers. 

Consequently, except for a very few major 
markets, no television station can prosper 
(and few can survive) without a substantial 
amount of network programming and adver- 
tising revenue. 

As a national advertising medium, televi- 
sion has just about reached maturity. The two 
major networks now reach such a large per- 
centage of the market that it would be un- 
profitable for them to add stations in smaller 
cities and in sparsely populated areas. But it 
is virtually impossible for television stations 
to exist in these markets on local advertising 
alone. That is why more than 70 per cent of 
the television channels allocated by the Fcc 
are standing idle, and why nearly 1,000 Amer- 
ican communities have channels allocated to 
them but no stations to provide local service. 

For example, even in prosperous, well- 
populated Indiana, there is a serious waste of 
the public spectrum. On May 3 of this year, 
there were 16 commercial stations operating 
in the state and 31 channels standing idle. 
(There are no educational stations in Indiana, 
although 9 channels have been allocated. ) 


A 1955 study by cps was reported by 
Broadcasting-Telecasting Magazine (October 
17, 1955 ) in these words: 


“No matter how the Fcc tinkers with its tele- 
vision allocations, the number of stations which 
can exist in the U.S. will be determined by the 
ability of U.S. advertising to provide revenue for 
Tv. By the most generous estimate, not more than 
600 stations can operate successfully under pres- 
ent economic conditions.”? 

Vacant channels are by no means confined 


to small communities. In Chicago and contig- 


'“CBS Says U.S. TV Limit Is 600 Healthy Stations,” 
Broadcasting-Telecasting, xt1x (October 17, 1955), 27. 


uous suburbs, for example, there are five va- 
cant channels; in Cleveland, two; in New Or- 
leans, three. Even New York and Los Angeles, 
with seven stations each, have vacant chan- 
nels. There are few, if any, areas of the United 
States that would not receive additional tv 
service if all channels allocated were occupied 
by operating commercial stations. 

Subscription television would make it possi- 
ble for stations to operate profitably in hun- 
dreds of these vacant channels without de- 
pendence upon networks for income. Since 
each station would devote only a few hours a 
week to subscription features, and many hours 
to sponsored and sustaining programs, the net 
result of subscription operation would be an 
enormous increase in the amount of so-called 
free programming available. 


WHO OPPOSES 
SUBSCRIPTION TV? 


Opposition to subscription tv has been in- 
spired by just two groups: television networks 
and movie theater owners. Before considering 
their allegations, it is well to consider their 
motivation. That of movie theaters is obvious: 
They wish to preserve their monopoly on the 
box office exhibition of new motion pictures. 
In literature used to raise funds to combat 
subscription tv, there is a statement that with 
fee tv every home television set becomes a box 
office competitor of movie theaters. 

Network motivation is almost as obvious. 
The networks now share the control of a mo- 
nopoly on the use of the air for profit. They 
also share, through their domination of affili- 
ated stations, control of virtually everything 
that is seen or heard on television. They exer- 
cise this control by “censorship with a lifted 
eyebrow.” Every station knows that if it devi- 
ates too far from network policy, or fails to 
follow network “suggestions” for local and na- 
tional lobbying, it may lose its affiliation and 
face bankruptcy. Hence, there is a remarkable 
unanimity of station practices and _ policies 
throughout the country. 

The css balance sheet shows how lush are 
network returns on sale of the air for profit. 
In 1956, css reported net profits after taxes of 
$16,283,462 ($35,083,462 before taxes) on an 
investment in land, equipment, buildings, and 











so forth, valued at $53,107,175. For 1957, cps 
reported that its net profits had reached a new 
high of $22,100,000 after taxes. It should be 
noted that, although css in its propaganda has 
much to say about “free” television, the over- 
whelming bulk of its income is derived from 
selling use of the air to advertisers. 

Analysis of the network propaganda cam- 
paign against subscription tv shows it to be 
made up of irrelevant catch phrases, half 
truths told with intent to deceive, and false 
allegations. These will not bear close inspec- 
tion. 


Catchy Expression 


The networks love the phrase: “Television 
can't exist half free and half fee.” 


Fact: Television is not “free” today; the 
networks and stations charge stiff fees to ad- 
vertisers for using the public air. With sub- 
scription Tv, stations will present box office 
attractions for a few hours a week. People 
who wish to purchase them will be charged 
directly. For the rest of their broadcasting 
time, stations will get revenue from sale of 
time to advertisers. To say that this type of 
operation cannot exist is to say that news- 
papers and magazines can’t operate with 
combined subscription and advertising rev- 
enue; or that we can't have both toll and 
free highways; or that we can't have both 
private and public schools. 


Dangerous Half-Truth 


Network propaganda claims that subscription 
Tv would black out “free” programs. 


Fact: This is by no means the complete 
story. To be sure, when a subscription fea- 
ture is being presented by one station, the 
same station cannot simultaneously present 
a sponsored program. However, the people 
who would prefer a fine box office feature to 
a sponsored show have a right to their share 
of the air time. Long-range, subscription Tv 
will make so many new stations possible 
that there will be a great deal more spon- 
sored programming available than there is 
today. 

Incidentally, the networks, their 
owned and operated stations, and their affil- 


TELEVISION S NEW DIMENSION: SUBSCRIPTION TV 





43 


iates have no inhibitions about blacking out 
public service programs when there is a 
sponsor available for another show. On the 
average, network-produced quality shows 
such as “Adventure,” “Odyssey,” and “The 
Seven Lively Arts” are carried by fewer sta- 
tions than are advertising-sponsored fea- 
tures. Unless shows of this caliber get spon- 
sors they seldom remain on the air for long: 
Witness what has happened to the three 
programs just cited. 


False Allegations 


The networks have made the following asser- 
tions: 


1 Network allegation: Subscription tv can- 
not provide anything that is not available 
now on “free” Tv. 


Fact: The crying need for subscription 
Tv is made evident by the dismal failure 
of advertising Tv to provide the great box 
office features and programs of minority 
interest that advertisers can never afford 
to sponsor. 

The record of tv programming 
over the past decade shows conclusively 
that the networks cannot or will not pre- 
sent these great features on the home 
screen.’ 

e No tv network has ever presented a new, 
theater-quality Hollywood motion picture. 

e Tv has not presented a Metropolitan Opera 
opening night since 1950. The Lyric Opera 
has never appeared on tv. Ed Sullivan, on 
css, canceled his showings of Metropolitan 
Opera excerpts because they hurt his rat- 
ings. 

e Top-flight ballet, cut to fit a time slot, has 
been shown only once or twice a season. 

e No television network has ever presented 
one of our great symphony orchestras in a 
full-length concert with a full orchestra. 

e In an average week, the networks present 
more hours of quiz shows, westerns, and 
mysteries than are devoted to fine music in 
an entire year. 

e Television has never presented a Broad- 

way play during its original New York 

theater run, and very few plays with the 
original Broadway cast. The great majority 









R283 F RFP EE 


Business Horizons 


of rv dramatic or musical productions, even 
the few in the “spectacular” category, have 
been “revivals,” cut to fit a time slot of 90 
minutes or (as is usually the case ) less, in- 
cluding commercials and other interrup- 
tions. An example of this is The Green Pas- 
tures, in which nearly all of the great choral 
music that made this play such an outstand- 
ing stage production was omitted. 

e Since 1951, only two heavyweight cham- 
pionship fights have appeared on home tel- 
evision, and most other outstanding fights, 
such as the recent Robinson-Basilio bouts, 
have been blacked out and not shown on 
home Tv. 


Network allegation: Subscription Tv 
would make people pay for Tv programs 
they now receive “free.” 

Fact: The public would no more pay to 
see today’s advertising-sponsored pro- 
grams in the home than they would if 
these programs were moved to the thea- 
ter. 

Television entertainment now, like 
medicine shows of old, is produced as a 
giveaway for the purpose of selling some- 
thing else. Its cost cannot exceed its value 
as a sales and advertising medium. 

Box office entertainment is the 
product on sale as entertainment; this is 
why it is too costly for advertising spon- 
sorship. As an example: The extremely 
popular 30-minute tv show “I Love 
Lucy’ was produced for about $45,000 a 
week. But when an “I Love Lucy” movie 
was made for theater exhibition under 
the title Long, Long Trailer, its produc- 
tion cost was well over $1 million, ten 
times as much per minute as the tv show. 

It would be economic folly for sub- 

scription Tv to attempt to charge a fee for 
programs now on the air. Who would pay 
to see Ed Sullivan with Steve Allen and 
Maverick running in competition? Sub- 
scription Tv can succeed only by offering 
box office entertainment not otherwise 
available on Tv. 
Network allegation: Subscription tv 
would not provide fine music and other 
cultural features because it would have 
to appeal to the mass market. 


Fact: There is a vast difference between 
what people will pay for directly and 
what they watch if there is no direct pay- 
ment. The public spends more money 
every year to attend fine musical events 
than to attend baseball. According to 
network-controlled Broadcast Music, 
Inc., over-all public spending for fine 
music, including attendance, phonograph 
records, high-fidelity reproducing equip- 
ment, and printed concert music, is $80 
million per year greater than for attend- 
ance at all spectator sports. The two 
major networks themselves enjoy a 
highly profitable business in the sale of 
classical phonograph records, featuring 
the great orchestras and other musical or- 
ganizations that they will not present on 
TV. 


Network allegation: Subscription tv 
would siphon off programs and talent 
from sponsored Tv. 


Fact: All experience indicates the re- 
verse. Nearly all of tws great stars 
achieved their major stature on stage or 


screen before they appeared on Tv. Most 
of them continue to appear both on tv 
and in the theater. Ralph Bellamy, for ex- 
ample, is an outstanding Tv star, but is 
also presently playing the lead in a smash 
Broadway hit, Sunrise at Campobello. It 
seems likely that subscription tv, by the 
great stimulus it will provide to quality 
theatrical and screen production, will de- 
velop new stars who will then appear on 
sponsored Tv. 


Network allegation: An overwhelming 
majority of the public is opposed to sub- 
scription Tv. 


Fact: Widely publicized public protests 
are not against subscription Tv; they are 
against paying for programs now on the 
air. Nobody can tell whether or not he 
would like the supplementary service of 
subscription Tv unless he has an oppor- 
tunity to try it. Nevertheless, when poll 
questions are honestly phrased, there is 
strong evidence of public support instead 
of hostility for subscription Tv. 
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A Pulse, Inc. survey,” widely pro- 
claimed as showing that the public is two 
to one against subscription Tv, showed 
nothing of the kind. To the question 
“Would you be interested in having this 
service in your home?” one-third of those 
interviewed said “Yes.” There was no 
question about whether the service 
should or should not be authorized. To 
say that those who were not interested in 
subscribing are opposed is like saying that 
people who do not attend college are 
against higher education, or that people 
who don’t own airplanes are opposed to 
air travel. In the same poll, only 18 per 
cent of the interviewees said that existing 
TV service is excellent. 

Tele-Census Survey No. 16 (Janu- 
ary, 1958), in which more than 3,000 tv 
set-owners were interviewed, reported 
the following responses to these ques- 
tions:* 


“How do you feel about the idea of paying a 
small sum via subscription Tv for certain new 
movies and other box office features which 
will never otherwise be shown on ‘regular’ 
Tv? 
Willing 52.2[%] Unwilling 33.7 
Other Answer 14.1 


“Would you pay 50¢ to $1 per picture for 
your family to see new Hollywood movies of 
the caliber of “The Ten Commandments’ or 
‘Pal Joey’ on your home Tv set? 
Yes 54.5[%] No 38.8 
No Answer 6.7 

“If the price were the same, would you pre- 
fer to pay for first quality movies via home Tv 
or at a movie theatre? 
Home tv 51.0[%] Movie Theater 39.1 

Other Answer 9.9 


“Would you pay from 50¢ to $1 per feature 
for your family to see full length original cast 
productions of such Broadway hits as ‘My 
Fair Lady’ on your home tv set? 
Yes 56.4[%] No 36.2 
No Answer 7.4 


““Pay TV Vetoed in 10-City Poll,” Broadcasting, tm 
(November 18, 1957), 31-32. Survey conducted by The 
Pulse, Inc. for Broadcasting. 

* This survey is a public service published by Hal Evry, 
Tele-Census, 3259 Wilshire Boulevard, Los Angeles 5, 
California. 


“Would you pay 50¢ to $1 per feature for 
your family to see full length productions of 
the Metropolitan Opera Company or full 
length concerts of the nation’s great Sym- 
phonies? 
Yes 48.4[%} No 39.2 
Other Answer 12.4 


“Quite often a championship fight or other 
sports event is ‘blacked out’ from tv view. Do 
you think the public should be given a 
chance to see them at home via subscription 
TV, instead of having to see them in a movie 
theatre? 


Yes 60.3[%] No 26.6 
No Answer 13.1 


“In addition to your regular Tv programs, 
subscription Tv proposes to bring into your 
home for a fee about $1 per program, first 
quality movies, first run Broadway plays and 
premium sports events, on a take it or leave 
it basis. The Federal Communications Com- 
mission is considering the matter of subscrip- 
tion television. Should they 
Approve It 59.2[%] Deny It 24.0 
Other Answer 16.8 


“If subscription Ty were approved, how do 
you think it would affect the quality of pres- 
ent ‘free’ television programs? 


Improve 47.9[%] Lessen 18.6 
Have No Effect 33.5” 


Although both the Pulse and Tele- 
Census Surveys indicate a substantial in- 
terest in subscription Tv as a new service 
supplementing sponsored Tv, as I have 
said before, nobody can know for certain 
whether or not he would like the service 
until he has tried it. In 1951, 300 families 
did just that. They were participants in a 
90-day limited test of subscription Tv con- 
ducted by Zenith with the approval of the 
Fcc. At the end of the test each family was 
interviewed by the National Opinion Re- 
search Center of the University of Chi- 
cago. They were unanimous in liking sub- 
scription Tv. 

Five years later Zenith got in touch 
with, and interviewed, approximately 200 
of these families. All but two families said 
they would like to have the service re- 
sumed—probably the most meaningful 
expression of public opinion recorded. 
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WHY NOT A FAIR TRIAL? 


The Federal Communications Commission 
has had subscription Tv under consideration 
for seven years, during which it has been 
swamped with expressions of opinion, both 
pro and con. The Commission said that even 
then it did not have sufficient information to 
determine whether or not subscription tv 
should be authorized as a commercial service, 
what regulations would be needed, and so 
forth. On October 17, 1957, the Commission 
announced plans for a carefully controlled 
test of subscription television, and announced 
that it would consider applications from tv 
stations after March 1, 1958, to broadcast sub- 
scription programs. The rcc announcement of 
subscription trial operations was the signal for 
the networks and their affiliated stations to 
step up their massive attack on subscription 
television. 

Last January 13, on the eve of Congressional 
hearings regarding subscription television and 
proposed action to loosen the strangle hold 
networks now have on their dependents, the 
affiliated stations, the Columbia Broadcasting 
System threw an enormous banquet in Wash- 
ington. A lavish star-studded program of en- 
tertainment was provided, which cps would 
have charged an advertiser a quarter of a mil- 
lion dollars to televise. It was specifically de- 
signed to attract members of Congress. What 
these guests had not anticipated was the pres- 
ence of scores of executives of affiliated sta- 
tions, well briefed beforehand, and strategi- 
cally seated in the hope that the captive 
audience of senators and congressmen could 
be indoctrinated against subscription televi- 
sion. 

Stations were urged to use air time at home 
to repeat the charge that subscription tv 
would take over all rv, and to urge their listen- 
ers to write letters opposing subscription Tv to 
their congressmen. 

Stations in various parts of the country re- 
sponded vigorously. One, a css affiliate, ran a 
three-day campaign using station breaks and 
news and sports shows to tell the public that 
subscription Tv would make people pay for 
everything on the air, and to urge them to 
write to Congress in protest. The station went 


so far as to tell the youngsters listening to a 
children’s program that this program would be 
killed off by pay tv—so they should be sure to 
get mother and dad to write their congressmen 
and senators. 

Different stations ran different types of cam- 
paigns. Some bought space in local newspa- 
pers to print an ad supplied to them by css. 
Others scurried through the halls of Congress, 
urging their representatives to vote for legisla- 
tion that would ban even the Fcc-authorized 
trial of subscription Tv. 

Washington has rarely, if ever, seen such a 
display of high-pressure lobbying from en- 
trenched and vested interests. 

All of this was for just one purpose: to pre- 
vent the rcc-authorized trial of subscription 
tv, which is the only way that either the pub- 
lic or the Federal Communications Commis- 
sion can determine its merits. 

The networks know that even if their croco- 
dile tears were justified, this test could not pos- 
sibly produce the horrible consequences they 
predict if subscription Tv comes into perma- 
nent being. They know that if subscription Tv 
does not provide a service the public wants, it 
will be doomed to early failure. They also 
know that if the public likes the service it will 
succeed, and that then subscription tv will 
have those over-all benefits to the public and 
to nonnetwork broadcasting outlined earlier 
in this article. That is why they want to kill off 
the tests—they fear they will be successful. 

These are still the United States of America, 
with a free enterprise tradition that every new 
business has the right to offer its product in the 
marketplace. There was no legislation to pro- 
tect railroads from the airplane and automo- 
bile, newspapers from radio, or radio from Tv. 
Each of these ventures was launched, and be- 
came successful because it offered a service to 
the public that the public wanted. 

Subscription television has a right to trial in 
the marketplace, and the public has a right to 
determine its success or failure by their pa- 
tronage, or lack thereof. No amount of net- 
work sophistry should be allowed to interfere 
with these fundamental American rights, or 
to deny the public an opportunity to judge a 
service that might be very valuable. 













RICHARD S. SALANT 


N ORMALLY A people as hospitable to inno- 
I vations as Americans are would greet 
with unrestrained eagerness any proposal that 
touched them as intimately as would an addi- 
tional, new, and revolutionary form of home 
entertainment. 

After nearly a decade of promotion by its 
proponents, pay television has been greeted 
with no such enthusiasm. In November, 1957, 
a Pulse, Inc.’ poll revealed that 66.6 per cent of 
Americans from all parts of the country op- 
posed pay television. At about the same time a 
poll by TV Guide? of its readers showed that as 
many as 96.6 per cent objected to toll televi- 
sion in any form. Such diverse but representa- 
tive groups as the aFL-cio and the American 
Veterans of World War II and Korea have 
passed resolutions opposing over-the-air pay 
television.* 

Why has the popular response to pay tele- 
vision been so negative? Certainly there has 
been no wholesale change in the American 
character that makes it suddenly and unac- 
countably resistant to something “additional, 
new, and revolutionary.” 


'“Pay TV Vetoed in 10-City Poll,” Broadcasting, Lm 
(November 18, 1957), 31-32. Survey conducted by The 
Pulse, Inc. for Broadcasting. 

* TV Guide, v (November 30, 1957), 12. 

5 “Closed-circuit” or wired pay television presents dif- 
ferent problems from over-the-air television. The latter 
proposes to use channels belonging to the public and now 
assigned to television broadcasting; the former does not. 
Css believes that closed-circuit television is just another 
form of competition from which it would not be proper for 
a network to urge legislative protection. 





PAY TELEVISION: 


an economic monstrosity 





The answer lies not in the character of the 
people but in the character of pay television. 
The more they have learned about it, the more 
certain the people have become that it repre- 
sents nothing either additional or new, and 
that, far from being revolutionary, it would be 
a counterrevolution irreversible in nature and 
disastrous in consequence. 


PAY TELEVISION IS 
SUBTRACTIVE 


The thrust of the argument of the proponents 
of pay television is that it would be additive to 
what the people already get from free televi- 
sion. The fallacy of this hypothesis is based on 
two incontrovertible factors: One is that in 
over-the-air operations, pay television would 
seriously curtail the present channels devoted 
to free television; the second is that it would 
irretrievably take away the best programs now 
free to all viewers. 

Over-the-air pay television would block out 
from free television and its viewers, during 
prime evening hours, the services of many 
channels over which viewers are now accus- 
tomed to see free programs. In some areas, 
where, for local topographical reasons, many 
viewers get grade-A reception from only one 
channel, it would deprive those viewers of any 
grade-A reception at all during the hours that 
the channel was devoted to pay television 
programs—unless they were willing to pay. In 
the cases of hundreds of thousands of viewers 
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in such affected areas, this situation would not 
be a matter of choice. In the cases of the mil- 
lions of viewers in all affected areas, it would 
deprive them of a considerable part of the 
broadcasting services now available to them. 

In effect, then, the proponents of over-the- 
air pay television are saying to the public: “We 
propose to black out, from free television 
broadcasting, many existing stations during 
the prime evening hours. We will use those 
channels to transmit programs with the signal 
scrambled. If you pay us for the use of a de- 
coding or unscrambling device on a_ per- 
program or subscription basis, you may see the 
program. Otherwise, you can watch whatever 
other channels, if any, are available to you.” 

It is difficult to conceive of a proposal less 
additive in substance to the television broad- 
casting services now available to the public. 
And every national barometer registering pub- 
lic opinion indicates that the public has recog- 
nized this. 

Pay television, however, threatens to be 
even more destructive of free television as we 
now know it. Not only would millions of fami- 
lies be deprived of reception from present free 


channels, but pay Tv would inevitably take 
away from whatever free television remained 
the most popular and best programs on the air. 


In seeking the approval of their proposals 
by governmental bodies, the promoters of pay 
television have solemnly suggested that they 
would broadcast such esoteric programs as 
courses in differential calculus and chamber 
music. To investors, to businessmen asked to 
finance community pay systems, to other pro- 
spective supporters, and to the press, they 
have announced more realistic if less laudatory 
intentions: They intend to produce programs 
already on free television—sports events, like 
the World Series and collegiate and profes- 
sional football; such stars as Bob Hope; and 
such plays as Peter Pan. 

Of the latter production, Eugene McDon- 
ald,* late president of Zenith Radio Corpora- 


®* Eprrors’ NOTE: Commander McDonald’s views on 
subscription television can be found on page 42 of this 
magazine. 


tion and a leading proponent of pay television, 
wrote to his franchised dealers: 


“Approximately twenty million television re- 
ceivers were tuned to this program. With the 
same show on subscription television, and the 
same audience paying twenty-five cents per set 
to watch the attraction at home, the box office 
would have received five million dollars, to be 
divided between the producer, the distributors, 
and the broadcasting stations.” * 


The only television station that has re- 
quested the Federal Communications Com- 
mission for permission to conduct pay televi- 
sion tests, Station wses in Philadelphia, put it 
even more bluntly: “We ask merely for author- 
ity to sell, if we can, something which is now 
being given away.”® 

There can be absolutely no doubt that, by 
prevailing upon a very small proportion of tel- 
evision families to subscribe to pay systems, 
the promoters could indeed “sell . . . something 
which is now being given away.” 

This is the economic believe-it-or-not of pay 
television. Its lack of popularity in terms of the 
majority of television-viewing families oppos- 
ing it would have nothing to do with its over- 
whelming success. It does not need majority 
support. As little as.5 per cent of present audi- 
ences of a program would bring enough reve- 
nues to pay television systems to bid the show 
away from free television and make a gigantic 
profit for its promoters. If, for example, only 
640,000 of the 17 million families (1 out of 
every 22) looking at the “Ed Sullivan Show” 
paid $.50 to watch the program, a pay televi- 
sion system would be able to bid up to twice 
as much as the present cost ($160,000) of the 
program—and still make a profit. 

Thus, it would be economically possible for 
pay television to make an immense profit by 
serving the fraction of the public who could 
afford to pay, thus depriving the vast majority 
of television viewers of what they now have. 


* A letter from Commander E. F. McDonald, Jr., then 
president of Zenith Radio Corporation, to all Zenith fran- 
chised dealers, March 30, 1955. 

5 Filing by wses before the rcc in pay television pro- 
ceedings. Cited in Hearings before the House Committee 
on Interstate and Foreign Commerce, 85th Cong., 2d sess., 
p. 400. 
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NOTHING NEW 


It has been pointed out before that whenever 
the proponents of pay television have been 
specific with regard to their proposed program 
offerings, they have singled out programs al- 
ready on free television. When their promises 
have been more general, they have been 
equally derivative. 

Virtually all the pay television promoters 
have referred, in glowing promises, to “legiti- 
mate theater and Broadway shows.” Where 
they will get this material without duplicating 
exactly what free television is doing, however, 
remains an unclarified mystery. 

By “legitimate theater and Broadway 
shows,” they apparently mean that they will 
broadcast plays originating on Broadway with 
the same or comparable acting talent. The ex- 
tent to which this can be done is the same as 
the extent to which it is being done now on 
free television. It is physically impossible, with 
the enormous amount of heavy equipment and 
huge production and technical crews neces- 
sary, to broadcast plays from the theaters in 
which they are performed for paying audi- 
ences. Moreover, almost all legitimate plays 
need some script adaptations to make them 
most effective for television broadcasting. As 
a result of these and such other factors as the 
best financial interests of the owners and pro- 
ducers of the Broadway shows, it is inevitable 
that the majority of plays will become avail- 
able to pay television only as they complete 
their legitimate theater runs. 

Since its beginnings, this has been the pat- 
tern of free television. In 1956, for example, 
network television presented over 30 plays 
originally produced on Broadway, including 
such classics as Dear Brutus and The Corn Is 
Green, with such stars as Helen Hayes and 
Claude Rains. In some cases, Broadway has 
come to television for some of its recent suc- 
cesses; A Visit to a Small Planet and The Rain- 
maker are among the original television plays 
that later had successful Broadway runs. 
Quantitatively, during the 1956 season, when 
network television offered 30 plays from the 
legitimate theater, Broadway itself had only 
17 new plays that lasted more than twelve 
weeks, 


Obviously, pay television can offer nothing 
in the field of legitimate theater not already 
available on free television. 

In sports, which constitutes the second great 
talking point of pay television promoters, pay 
television can offer nothing not now available 
on free television, except a limited number of 
championship boxing matches. 

A look at the record reveals that free televi- 
sion now offers major league baseball, includ- 
ing the World Series; an average of three fights 
a week from Madison Square Garden or other 
major arenas; leading college football games, 
including the Army-Navy game and all the 
postseason bowl games; major races, like the 
Kentucky Derby; the Davis Cup tennis 
matches; the Masters golf tournament; and 
hundreds of top hockey and basketball games. 

Now all these are the major sports events of 
the nation. Pay television cannot invent new 
ones. It is obvious that pay television systems 
would merely begin by charging viewers to 
watch a handful of such events, like a few 
championship fights, and then ask the promot- 
ers of all the other events to come and share 
the bonanza of a system that would force view- 
ers to pay for or to do without any major sports 
events. 

The frankness of Station wseEs gets to the 
heart of the matter: The only thing new about 
pay television programs is that what was once 
free to all would be sold to the few who could 


pay. 


PAY TELEVISION IS NOT 
PROGRESS 


With the coming of radio, and later of televi- 
sion, to American homes, communications and 
entertainment in this country were revolution- 
ary in their effects upon people’s lives. For the 
first time, regardless of where he lived or what 
his income was, the average American had ac- 
cess to talents and to entertainment materials 
once limited to the people who lived in large 
cities and, of these people, to the few who 
could pay box office prices. 

Today, all over the land and at all economic 
levels, great stars and great entertainment are 
equally available to all of America’s 50 million 
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families that have television sets. As was well 
remarked at the time, more millions saw a sin- 
gle performance of Macbeth on television than 
had seen professional productions of the play 
since it was written. 

The social effect of this upon American life 
has been tremendous, for television has meant 
the blanket elimination of economic barriers 
to what were once expensive cultural and en- 
tertainment experiences. 

Pay television seeks to undo all this over- 
night. It would establish the ability to pay as a 
criterion of who would see the best programs 
on television. The national audience would be 
split into two classes: those who could pay 
whatever the traffic would bear to see good 
programs, and those who would have to be 
content with whatever was not bid away from 
free television. 

This splitting of the audience along eco- 
nomic lines is inevitable when one considers 
the twin monstrous economic realities of pay 
television: It needs only a small fraction of 
present audiences to succeed; and it would 
siphon from free television all the best pro- 
grams with the huge revenues it could collect. 

What are the practical prospects of this split 
that concentrates the pay television public in 
the highest income group? 

In the first place, we must bear in mind that 
television today occupies an extremely impor- 
tant place among the recreational activities of 
the American family. The average television 
home has its set in operation for five hours a 
day. Television is a major source not only of 
entertainment but of news and information 
and of cultural enrichment. All this viewing 
presently costs the family nothing but the 
electrical current needed to operate its set. 

What would it cost under pay television? If 
we assume that the average family cut its 
viewing from five to three hours a day, and if 
we use the minimum per-program charges 
suggested by the pay television promoters 
themselves ($.50 to $.75), an average week of 
viewing would cost the family $9.10, or 
$473.20 a year. 

This is almost fourteen times what the aver- 
age American family spends on all spectator 
fees and more than twice what it spends on all 


recreation, including toys for children, food 
for pets, films for cameras, and equipment for 
sports. It is three times what it spends on all 
gasoline and oil for the family car. It is seven 
times what it spends on shoes for the entire 
family and three times what it spends on heat 
and light. 

Except in the case of 7 million families with 
an income of $7,000 or more, pay television 
would mean committing the entire recreation 
budget of the family, and then taking away 
money from necessities, to get little more than 
half of the programming it now gets free. 

Yet, under the freak economics of pay tele- 
vision, if its promoters could get just those 7 
million families, their total revenues could 
reach $70 million a week or $3,640 million a 
year, for selling three hours of programming a 
day. It takes no wild surmise to see the kind of 
economic revolution this would launch in 
home entertainment. With such money avail- 
able to buy up programs and talent, the other 
35 million television families would be left 
with pretty sad fare. 


THE CHOICE TO PAY OR GO 
WITHOUT 


The proponents of pay television have insisted 
that all this is very well—let the people make 
up their minds by deciding for or against pay 
television in the open market place. Here we 
have another economic trap. 

In the first place any “test in the market” of 
sufficient scale to be worth anything would in- 
volve the commitment of funds for equipment 
and other expenses of such staggering propor- 
tions that they could not possibly be written 
off if the tests failed. The pressures to protect 
this gigantic investment would necessarily be 
such that pay television would be here to stay. 

In the second place, what would any tests 
prove? They would prove only how many sub- 
scribers would be necessary to make pay tele- 
vision profitable to its promoters—and how 
much profit they could make. The tests would 
involve no majority choice. Everyone con- 
cedes that a small fraction of the television au- 
dience could easily provide the promoters 
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with enough revenue to establish a scissors 
lock on prime programs and stars. 

The only tests suggested by the rcc, how- 
ever, have novel characteristics that are the 
very negation of a fair test in a free market. 
These suggestions would take stations now on 
the air with free programs and, for a three- 
year period, permit them to broadcast, on a 
scrambled signal, pay programs during prime 
evening hours. During those hours the chan- 
nel would be blacked out for all nonsubscrib- 
ers. 

This is comparable to a new automobile 
manufacturer's insisting that he had the right 
to “test” the salability of his product by using 
an established dealer's showroom during the 
best sales hours while the dealer was forced 
to suspend his own business. 

It is strange economics, indeed, to suggest 








that a fair test of any product's marketability 
can be based on the forced reduction or elimi- 
nation of alternatives. It is obviously the very 
antithesis of a fair test. 

The only choice of any practical value be- 
fore the American people is whether or not 
they, fully understanding that free and fee tel- 
evision cannot exist together, want to pay for 
what they have been getting free and take the 
irreversible step of permitting—for the first 
time in our history—a charge to be imposed 
upon them to see and hear what goes out to 
them over the air waves. 

As they realize the implications of this prop- 
osition, and as the grotesque nature of the eco- 
nomic monstrosity of pay television becomes 
apparent to them, they seem to be making it 
clearer and clearer that they want no part of it. 


I- ANYONE would form an opinion or judgment 


either out of his own observation, or out of the crowd of 


authorities, or out of the forms of demonstration (which 


have now acquired a sanction like that of judicial laws), 


concerning these speculations of mine, let him not hope that 


he can do it in passage or by the by; but let him examine the 


thing thoroughly; let him make some little trial for himself 


of the way which I describe and lay out; let him familiarize 


his thoughts with that subtlety of nature to which experi- 


ence bears witness; let him correct by seasonable patience 


and due delay the depraved and deep-rooted habits of his 


mind; and when all this is done and he has begun to be his 


own master, let him (if he will) use his own judgment. 





—Francis Bacon 
NOVUM ORGANUM 
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7. MoRE than ever in the past, businessmen are con- 
cerned with scientific research as a competitive tool—as a 
means to survival as well as to growth. For many companies in 
many industries, today’s sales revenue comes from products 
and processes that were not on the market a few years ago. As 
research budgets have grown to represent a greater percent- 
age of total budgeted expenditures, businessmen are rightly 
concerned with the effectiveness of research administration. 

Plain citizens, concerned with recession and continued 
economic growth, look to research administrators in the uni- 
versities and in industry for the innovations that they have 
come to associate with steady employment and the good life. 
Concerned for the nation’s security, and at the same time trou- 
bled by the ever increasing tax bill, thinking citizens every- 
where sense that the research administrator must play an in- 
creasingly important role in the nation’s future. 

Research has been defined in a number of ways. In this 
article we may call it that inquiring activity which seeks to 
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SELECTION OF 
ADMINISTRATORS 


The nation’s bill for scientific research has climbed to an annual rate of 
about $10 billion, approximately $7 billion of which is spent by indus- 
try and the remaining $3 billion by government and nonprofit institu- 
tions. How well is the expenditure of these vast resources administered? 
Business Horizons called together seven prominent research adminis- 
trators representing these groups to discuss this question. Here are their 
thoughts on the management of this vital activity. 





How Should Scientific Research 


Be Administered ? 


disclose mew facts, new knowledge that may become the basis 
for the develépment of new products and processes. 

Administration, or management, likewise has many defini- 
tions. For our present purposes we are concerned with the so- 
called administrative, or management, process—the process 
by which effective business executives get things done effi- 
ciently. 

The Moedetn ‘Yhanagement process is characterized as 
“scientific” in the sensé-that administrative decisions are less 
and legs the result of intuition and more the result of formal 
analysis of factual information—itself the product of careful 
measurement. To administer scientific research most effec- 
tively, the administrator necessarily must set up research 
goals, plan research work in a manner calculated to achieve 
the goals at minimum expense, organize the planned activity, 
lead’researchers to carry out the planned work efficiently, and 
meastr@yesults attained against the goals established so that 
correctiyesaction may be undertaken intelligently. 

Businessadmainistxators have increasingly and successfully 
applied this scientific management process to the administra- 
tion of gfarketing, production, and financial operations. May 
it. be Applied to scientific research with results as striking as 
thos attained in other areas of business? And what sort of a 
mari¢an apply it successfully? 


TO WHAT extent should an administrator of scientific re- 
search be a scientist and to what extent a practiced executive? 
Could a manager of scientific research be an effective admin- 
istrator without being a practiced scientist in that area of 
research? 
Silverman answered this way: 

“It is difficult to generalize about this, since operating conditions 


vary so widely. Some science administrators seem to be incapable 
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of maintaining scientific interests along with their administrative 
duties, whereas some scientists are versatile enough to do both 
very well. Although scientists may reject administrative duties 
despite their abilities to administer research programs, I think that 
almost universally we are dumping more and more of an adminis- 
trative load on our scientists, asking our scientists to become bet- 
ter administrators. The introduction of the research-contract con- 
cept into our universities (and to some extent into industry ) has 
certainly added the parameter of administration to the daily life of 
the average scientist. However, some scientists administer most 
effectively when they do some research along with administration. 
Mitchell, for instance, is able to do some excellent research as well 
as perform his administrative duties at the university.” 

Wilson cited an analagous situation: 

“In the case of hospitals, administrators are not physicians. This 
may not be an appropriate analogy, but it is an example of effective 
administration of specialists by nonspecialists. Vannevar Bush, the 
very successful administrator of the vast government research pro- 
gram during World War II, denied he was a scientist. Perhaps this 
was modesty.” 


To this Mitchell added: 

“A lot depends on how long the organization and the individual 
scientists in the organization have been doing organized research. 
Long practice as participants in an organized research activity 
will develop administrative skill in some scientists in the group. 
It’s probably true in universities at least that most research admin- 
istrators come up through the research ranks.” 


And Salzberg reported on DuPont's solution: 

“In the Du Pont company all of the directors of research are 
scientists or engineers who have come up through the research or- 
ganization and have had personal experience in the laboratory. 
Furthermore, a major proportion of the top executives of the 
Du Pont company are men who began as research scientists. This 
same situation undoubtedly exists in many other companies hav- 
ing highly technical manufacturing operations and substantial re- 
search organizations.” 

Concerning the question who should administer scien- 
tific research—that is, whether or not he needs to be a tech- 
nically trained person, there was general agreement that he 
would need enough technical and scientific background to 
command the respect of members of his organization. Both 
Wilson and Carney stressed the need for tolerance in the re- 
search administrator. The effective administrator of govern- 
mental research must understand the points of view both of 
the researchers and of the legislators who hold the purse 
strings and expect results. In business, the effective adminis- 
trator of scientific research must appreciate the points of view 
both of the researchers and of top management, who is re- 
sponsible to stockholders. Angell elaborated on this: 

“The tolerance that an administrator of research needs is not so 
much an understanding of the points of view of the men under him 
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and over him (this is needed for any administrative position ), but 

Angell rather an awareness of the strange quirks and twists a research 
program may take in achieving its objectives. Surprising needs 
may develop on apparently straightforward projects. Individuals 
without a technical background have difficulty understanding 
why digressions from the main route may be required.” 
















































Other qualities considered important in the research ad- 
ministrator are imagination, ability to obtain support for re- 
search, leadership, and ability to judge the capacities of re- 
search people. The group was in general agreement that all 
such qualities—and particularly the quality of tolerance— 
would be heightened by the administrator’s actual research 
experience. 


IF THE establishment of goals must be the first step in the 
administrative process, how are research goals set? Obviously, 


SETTING GOALS there always are very general “Mother Hubbard” goals, such 
FOR RESEARCH as “to contribute to the long-run growth of the business.” But 


can goals be established that are specific enough for measure- 
ment over the budget period by management? The discussion 
suggested that such goals cannot be established for pure or 
basic research, but only the very general one of discovering 
new knowledge. However, in what might be called applied 
research, goals can often be set in terms that are specific 
enough for measurement purposes by management. 


Salzberg developed this point in these words: 


“At DuPont, research follows the decentralized pattern char- 

Salzberg acteristic of the whole company. Each industrial department has 
its own research division charged with the responsibility of setting 

research objectives necessary for the continuation and further de- 

velopment of the department's business. In addition, there are 

three staff departments that carry out research for the company as 

a whole and also carry out research sponsored by the individual 

industrial departments. The research director of each industrial 

department is on the same management level as the directors of 

production and sales. The first responsibility of an industrial de- 

partment research organization is to undertake the research neces- 

sary to maintain its present business in a healthy condition. This 

might be called ‘research for survival, the research necessary to 

keep the business currently healthy. It covers principally product 

quality and cost improvement. Here research goals can be estab- 

lished quite specifically for the current competitive situation. The 

director is also charged with responsibility for conducting the sec- 

ond type of research, which is undertaken for market leadership. 

He must decide on research that has to be done if his product di- 

vision is to surge ahead. Here research is concerned principally 

with new products, and goals can be set quite specifically in terms 

of developing a certain type of product in a certain time. Finally 

there is the third type of research, which may be called ‘pure’ or 
‘fundamental.’ Here research is undertaken to develop knowledge 

that may open up opportunities in both old and new fields of ac- 
tivity. This type of research looks to the long-range future; hence 
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goals specific enough for management measurement can be estab- 
lished only with difficulty, if at all. And this research represents 
15-20 per cent of our total research expenditures.” 


Silverman discussed the Navy’s breakdown of goals: 

“The Naval equivalent of DuPont's research for survival—that 
which involves maintaining an immediate competitive position— 
may be termed research to stay afloat in the current situation. 
These projects often come from the bottom up—from the men who 
are acquainted with the Navy’s immediate operational problems. 
Here the objectives can be defined quite specifically. Second, we 
are concerned with the intermediate-range problem of research on 
new products that we are fairly sure will be necessary for suprem- 
acy afloat. Because we can identify these quite specifically, goals 
are correspondingly specific. Finally, we have long-range research, 
which is based to some extent upon a forecast of what future war- 
fare will be like. The goals of research undertaken for this purpose 
are quite general, probably never specific enough for meaningful 
measurement. In this area we support all sorts of basic research 
that might conceivably be pertinent. Such research has an inherent 
danger: The program can become so diffuse that decisions to ex- 
ploit specific break-throughs are not made so quickly as they 
should or could be.” 

The foundations and the universities do not have compa- 
rable situations. Most of their research is “pure”; and their 
principal goal is “knowledge for the sake of knowledge,” with 
no specific goals such as product improvement or develop- 
ment of particular new products. In general, the foundations 
and universities make little attempt to direct research into 
any area, let alone to set specific goals for it. The adminis- 
trator considers no area most important. Cleland explains: 


“The universities, like the National Science Foundation, never 
try to predetermine where important work can be done. Many re- 
search activities that might have been laughed out of court by in- 
dustries or government have been supported and developed into 
something of major importance. An example is the field of anti- 
biotics—the result of what some might have considered in its initial 
stages ridiculous research on fungi in the soil. Probably the only 
administrative decisions in a university that have even a remote 
bearing on research goals are those concerning the types of scien- 
tific departments to be established in the university—physics, 
chemistry, biology, and so forth. The administrators of these de- 
partments make no attempt to set goals for their research. Within 
departments the goals are very general and are set by the research- 
ers themselves.” 

Both Cleland and Mitchell pointed out that goals are in- 
directly established when administrators, forced to choose be- 
tween alternative programs, use such criteria as whether or 
not a particular researcher has had a record of successful re- 
search in the past, and whether or not funds will be forthcom- 
ing to sustain a program in a new area. 

Angell emphasized the importance of recognizing that in 
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industry general research objectives may be set, by people at 
top policy-making levels, in terms of the kinds of company 
programs to be adopted. The long-range company objectives 
will establish the general type of product a company will un- 
dertake to produce, which, in turn, will influence the kinds of 
research and circumscribe the research goals that the admin- 
istrator of research can establish. He also pointed out that the 
results of research will have an important bearing on top man- 
agement’s continuing support, and hence on the kinds of ob- 
jective the research director may establish. 

There was general agreement that goals for research are 
difficult to establish in such a manner as to facilitate meaning- 
ful estimation of current research effectiveness, particularly 
in pure or fundamental research. On this account alone, since 
setting specific goals is considered basic in the administrative 
process (for example, the master sales schedule in selling, the 
master production schedule in production), the administra- 
tion of research, particularly fundamental research, probably 
never will be characterized as “scientific management.” As 
Salzberg aptly put it, “Administering research is different 
from administering other business operations because re- 
search is dealing with the unknown, moving into entirely new 
territory. The research director is a Christopher Columbus, 
not a captain of the Queen Mary.” 


THE point has been made by many observers of effective ad- 
ministration that without a goal, a specific objective, the 
administrator can hardly plan effectively, because he has 
nothing by which he can identify effectiveness. If the admin- 
istrator does not know the station at which he wishes to get 
off, it really does not matter which train he takes. It was gen- 
erally agreed that research tends to be planned as researchers 
submit projects, rather than “from the top down.” This is par- 
ticularly true of fundamental research; less true of research 
for market leadership, where new product recommendations 
stemming from market analysis are adopted by top manage- 
ment; and even less true of “survival research,” where product 
quality and cost improvement dictated by market analysis are 
decided upon by top management. Apparently, where the ob- 
jective of research can be explicitly and precisely identified, 
top management decides or plans the nature of the research. 
Where the goals are nebulous, the researcher plans his work. 
In any case, top management in business and legislators in 
government influence research planning by establishing the 
general framework within which the organization may work. 
In fundamental research as conducted in universities, the re- 
searcher is the planner. 


As Cleland puts the universities’ case: 
“For the most part the researcher works alone. In this way he is 
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free to follow new leads, change the plan as the project progresses, 
even drop the project if another more promising one comes along.” 


On the other hand, apparently in industry the researcher 
does not always have this freedom. Once research plans have 
been settled upon, the researcher usually cannot deviate from 
planned projects to pursue a project closer to his heart. How- 
ever, even in industry the researcher is given a substantial 
amount of freedom. According to Carney: 

“A number of companies now have the policy of allowing a sen- 
ior research man to spend a good portion of his time—up to 20 per 
cent—on any problem that he chooses. This has worked out very 
well for all concerned. It certainly gives the researcher a feeling of 
freedom. However, it is not often that an individual takes advan- 
tage of this opportunity, or if he does, it is only during the early 
period of his employment. What usually happens is that he be- 
comes so interested in his main problem that this becomes his 
choice. By the time a man is in a position to work on his second 
problem he is usually capable of suggesting an approach that is of 
value and interest both to himself and to his company, so that, in 
effect, he has had the freedom that comes from selecting his own 
research program.” 


All agreed that probably the single most important aspect 
of effective research planning is the matter of continuity. In 
choosing among alternative research projects the administra- 
tor must have some idea of the amount and duration of avail- 
able funds. Also, the continued availability of particular types 


of researchers is an important aspect of research planning. As 
Mitchell explained: 

“The administrator can't do everything. He must make up his 
mind which of the proposed projects shall be pursued and then 
find money and men to keep them going. Events in fields such as 
physics move very quickly, and equipment and space problems 
pile up. In choosing among projects he must have some idea of 
whether or not he will have funds and men to keep them going.” 

Closely allied with planning research is the matter of budg- 
eting: Carney pointed out that research funds should not be 
allocated on the basis of a certain percentage of revenue; that 
it may be advisable to expand research when sales are declin- 
ing; that if research budgets are to be related to any other 
company figure, they might better be based upon the profit 
that the company wants to make some years hence. He cited 
the following facts to support this contention: “Approxi- 
mately 70 per cent of our current sales are from products we 
didn’t have ten years ago, 50 per cent from products we didn't 
have five years ago.” 

Concerning planning and budgeting for research, all 
agreed that formal decision processes are difficult to conceive 
or apply in these areas. Certain aids are available, such as the 
group judgment of panels or committees set up to review 
progress and try to foresee the future. However, Wilson and 
others pointed out that panels tend to be conservative and 
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their recommendations tend toward the mean of the group, 
which does not always produce the best results. And Angell 
said: 

“My administrative work consists of about 25 per cent coordina- 
tion of the programs under way and 75 per cent planning new 
projects and getting them going. Most of the planning time is spent 
convincing people elsewhere in the business of the desirability of 
projects, getting support for them, and obtaining money. Any help 
an administrator of research can get in this task, including that 
from panels or committees, is desirable.” 

To which Salzberg contributed: 


“Successful planning and budgeting for research depends in 
great part on the judgment of the man who has the responsibility 
for carrying the research project all the way through. University 
consultants are of considerable assistance, particularly in formulat- 
ing new lines of fundamental research. We make extensive use of 
about 40 or 50 consultants from the universities.” 


THE administrative process calls for a careful division of 
planned work. This division is undertaken to bring together 
similar work under one man, to take advantage of the benefits 
of specialization, and in general to guarantee that the work 
may be accomplished most efficiently by the group working 
together. 

Division of research work in companies apparently tends 
to be based upon the type of research: Basic or fundamental 
research of potential interest to the company as a whole is 
emphasized in a central research organization, and applied 
research is a major concern of the decentralized research or- 
ganizations in individual industrial departments according 
to product lines. Salzberg described a further division of work 
at the DuPont Experimental Station aimed at relieving the 
research scientists of administrative and nontechnical activi- 
ties. The routine service “housekeeping” activities necessary 
in research are assigned to a separate service staff so the scien- 
tist may spend all his time in research. 

Foundation and university research, being predominantly 
basic research, is organized around projects associated with 
particular men. Apparently fundamental research every- 
where is organized around men; the researcher himself is the 
key unit in division of fundamental research work. Since he is 
also the key in planning fundamental research, planning and 
organizing for such research apparently merge into one inte- 
grated activity. 

Administration of research in government, on the other 
hand, has some different aspects. Silverman points out these 
differences as follows: 

“The Office of Naval Research is essentially a research intelli- 
gence network, stimulating continuous research, and measuring its 
success by the amount of disturbance caused. We must coordinate 
our research with that being administered by the other armed serv- 
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ices as well as other government agencies. We must know what 
they are doing, what is being planned, and why. Our problem is 
part of the over-all problem of organizing all armed services re- 
search.” 

Concerning organizing for research in the armed services, 
Wilson offered the following quotation: 


“Trying to set up an organization which will meet the common 
approval of scientists and soldiers is not the easiest task in the 
world. Scientists work best in small independent cells with a mini- 
mum of administrative responsibility and they especially resent 
the centralization of authority which is basic to any military organ- 
ization. 

“To illustrate the almost anarchistic conditions under which 
scientists like to work, I am going to read a short transcription of a 
statement made by Dr. C. E. K. Mees, the Director of Research of 
Eastman Kodak Company. According to Dr. Mees, research is a 
gamble. It cannot be conducted according to the rules of efficiency 
engineering. He states that 

‘Research must be lavish of ideas, money and time. The best advice 
I can give is: don’t quit easily, don’t trust anybody’s judgment but 
your own; especially don’t take any advice from any commercial or 
financial expert, and finally if you don’t know what to do, match for it. 
. .. The best person to decide what research is to be done is the per- 
son who is doing the research. The next best is the head of the de- 
partment. After that you leave the field of best persons and meet in- 
creasingly worse groups. The first of these is the research director, 
who is probably wrong more than half the time. Then comes a com- 
mittee, which is wrong most of the time. Finally there is the Commit- 
tee of Company Vice Presidents, which is wrong all of the time.’ ”’ 


Although everyone was not in full agreement with all of 
these ideas, there was general agreement that they are worth 
the research administrator's serious consideration. 


WHEN goals are established, and the work necessary to reach 
the goal has been planned and organized, the administrator 
must make some effort to keep the work moving along effi- 
ciently. How can he motivate researchers to greater effort? 

Apparently the researcher is less motivated by money than 
are other types of professional people. Getting results from 
researchers seems to call for a combination of influences ex- 
pressed by Carney thus: 


“Money is not of paramount importance. Probably the most ef- 
fective way to get results from researchers is to create the right 
kind of atmosphere for research. It is important not only that the 
researcher have freedom in the maximum practicable degree, but 
also that he realize he has it. Freedom to publish is important. 
However, here the researcher can be perverse. If he is not free to 
publish, he may be unhappy and hence less productive. Given the 
freedom to publish, he may not exercise it, but he will probably 
be happy and settle down to work.” 


1 W.H. Barton, Defense Research Board, “The Organization of the De- 
fense Research Board,” a lecture presented on January 18, 1950, at the Na- 
tional Defense College. 
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Money in the pay check may not always assume greatest 
importance in motivating the researcher, but money for ma- 
terials and equipment (a budgetary matter) is very impor- 
tant. Mitchell modifies this: 

“Money for equipment and so forth is a strong inducement for 
greater effort. But don’t ignore the pay check. Up until about five 
years ago, salary was not so important as it is now. Now salary is 
really a great factor, and more important at lower levels than at 
higher levels.” 


THE closing link in the never ending administrative process 
is control. Measurement of the results against goals discloses 
variances calling for corrective action and/or the changing of 
goals. Can research work be controlled effectively? What must 
the administrator do to achieve control of scientific research 
for which he is responsible? 

In view of the facts disclosed earlier, it was generally 
agreed that measuring results of research—except in very gen- 
eral ways—is difficult. Since explicit research goals are diffi- 
cult to establish and planning research projects is not a rigor- 
ously formal process, a formal quantitative measurement of 
the results of research cannot be accomplished. Carney indi- 
cated the importance of some control by comparing research 
to Mark Twain’s frog—“long on distance but hell on direc- 
tion.” Mitchell gives us a glimpse of how this may be done: 

“In universities where research work is mostly fundamental, we 
do not control it in a thoroughgoing manner. However, when we 
accept money for research, we have the responsibility to exercise 
a reasonable degree of control. This is done informally and indi- 
rectly—that is, a ‘judicious’ type of control. Senior researchers sit 
in conference to review the progress of the various projects. Every 
once in a while a good researcher must be ‘saved from himself’ by 
infused ideas and by leadership, rather than by a prohibition from 
doing this or that.” 

Effective control of scientific research implies effective co- 
ordination of research activity. On this subject Silverman had 
this to say: 

“The role of the administrator is not only to coordinate men and 
ideas within both the technical framework and the larger frame- 
work of the particular organization, but also to consider himself a 
public asset (or a liability, depending upon how well he does his 
job)! As the coordination job becomes increasingly difficult, one 
hears the complaint that it is no longer possible to ‘keep up with 
the literature.’ Correlation of information has become as important 
a problem for the administrator as administration of personnel. 
Perhaps it will have a growth parallel to that of the art of manage- 
ment.” 

However, all agreed on the importance of measuring re- 
sults and control of research, recognizing that the research 
director has to live with decisions made and that these de- 
cisions and their results tend to be cumulative over a long 
period; hence there will always be a need for periodic review. 
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Whether you buy them, develop them, or license 
them, companies must have new products to maintain 


a vigorous economy.® 


\ MERICAN INDUSTRY is imbued with the 
philosophy that it must grow or wither; 
standing still is considered a prelude to disas- 


ter. Modification of the product line to en- 
hance a firm’s competitive position is a growth 
method familiar to all top executives.' For 
profit maximization, obviously a firm needs an 
optimum product mix. In these unsettled 
times, this is especially important. Even Presi- 
dent Eisenhower, in a recent news conference, 
pointed out that consumers will buy if busi- 
ness gives them products that they want. 

To tempt buyers, firms may initiate product 


* From a speech by Richard J. Coveney, Vice President 
in Charge of New York Operations, Arthur D. Little, Inc., 
before the Indiana Chapter of the American Marketing 
Association Seminar, Indianapolis, Indiana, May 22, 1958. 

' The data cited in this article were collected in inter- 
views from executives in many prominent companies. It 
is part of a larger study of new product development and 
marketing now under way. 


line change in the form of radically new and 
possibly patentable products or improve- 
ments. In contrast to such technological inno- 
vations are other forms of product alteration: 
modifications in design or styling, and changes 
in color, packaging, or brand names of goods 
to achieve merchandising differentiation. 
The motives for product line change are 
complex and often interrelated. To review the 
primary ones briefly, a firm may desire to: 


Shift from a stagnating to a growing industry 


Move into a more profitable field when re- 
turns on investment in present business are 
less than desired 


Utilize scrappage or waste from current pro- 
duction 

Develop end products utilizing the firm’s own 
basic materials 

Eliminate cyclical or seasonal sales patterns 
Offset the on-again, off-again nature of gov- 
ernment contracts 

Penetrate other markets when current prod- 
uct promotion appears to have reached a 
point of diminishing return 








e Develop a full line to compete more effec- 
tively 
e Capitalize upon manufacturing or marketing 
skills 
e Utilize excess production or distribution ca- 
pacity 
e Take advantage of capital gains and inherit- 
ance or income tax regulations when making 
acquisitions 
e Secure mergers available on advantageous 
terms 
Whatever the motive for product change, 
we know the result may be a scramble of un- 
related products, an expanded group of allied 
goods, a proliferation of brands within a given 
product line, or simplification of the line. 


Scrambled Product Diversification 


Textron-American, Inc. is an example of a firm 
with an unrelated product line. Because of the 
modest return on invested capital in the textile 
field, this firm has moved into more profitable 
areas. Its current divisions include Ryan 
Industries, Homelite Corporation, Coquille 
Plywood Company, Camear Screw and Manu- 
facturing Corporation, General Cement Man- 
ufacturing Company, Benada Products Com- 
pany, and the Federal Leather Company. It 
is reported that Textron presently seeks acqui- 
sitions where 20 per cent after taxes on net 
worth may be realized. Profits in the textile in- 
dustry are generally much lower.” 

American Machine and Foundry Company 
is another illustration of a firm with a profit- 
able conglomerate product mix. In addition to 
its highly successful automatic pinspotter for 
bowling alleys, the output of its subsidiaries 
includes electronic devices, radial saws, bi- 
cycles, vices, industrial fasteners, and electric 
relays, motors, and generators. 


Related Product Diversification 


The Zenith Radio and Television Corporation 
and the Aluminum Company of America are 


Royal Little, “The Pitfalls of Corporate Diversifica- 
tion,” in Transcript of the Third Annual New Product 
Seminar, sponsored by Hilton and Riggio, Inc. ( Irvington- 


on-Hudson, New York: The New Products Institute, Inc., 
1956 ), p. 8. 
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firms that have improved their market posi- 
tions through the development of related 
goods to capitalize upon their manufacturing 
know-how. It may be presumed that this is the 
explanation for the production and distribu- 
tion of hearing aids by Zenith. Other com- 
panies in this field have diversified into tape 
recorders, high-fidelity equipment, and dic- 
tating machines. 

To promote new uses for aluminum, its own 
basic material, Alcoa has integrated forward 
to produce industrial parts and components as 
well as consumer goods from this product. The 
company also works closely with fabricator 
customers in developing end product markets 
for aluminum. The December, 1957, issue of 
the Alcoa Aluminum News Letter notes the 
availability of aluminum softball bats, mail- 
boxes, golf bags, and Christmas tree orna- 
ments—all from independent fabricators. 


Similar Brand Multiplication 


With goods such as food, cosmetics, or to- 
bacco, product change often takes essentially 
the same form as the goods that a company has 
been making regularly. For example, Proctor 
and Gamble’s shortenings, Crisco and Fluffo, 
both compete for the housewife’s dollar. Lever 
Brothers Pepsodent and Stripe dentifrices, 
side by side on drug and grocery shelves, do 
too. While brand multiplification may canni- 
balize business from a firm’s original trade 
name to some extent, it often affords good pos- 
sibilities of attracting a segment of competi- 
tors sales. 


Simplified Product Line 


In contrast with product line expansion, profit- 
able product change sometimes dictates sim- 
plification. Elimination of products that are no 
longer competitive is just as important as ex- 
pansion. In many companies, sales record 
analyses and surveys of middlemen or con- 
sumers have revealed dead or dying items. If 
their obsolescence results from changes in con- 
sumer tastes, they can perhaps be updated. A 
southern furniture manufacturer successfully 
revamped several pieces, including highboys 
which were no longer in vogue. On the other 
hand, if product obsolescence results from 
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technological innovation, updating may be 
impossible or unprofitable. For example, the 
electric spark variety of ozone generator for 
disinfecting and deodorizing has been largely 
superseded by the ultraviolet lamp and mod- 
ern air conditioning. In the packaging field, in- 
expensive disposable paper cartons have gen- 
erally replaced glass milk bottles. 


SOME DECISIONS FOR POLICY 
PLANNING 


Although each of the cited motives for product 
change is a valid justification for action, carry- 


ing out the decision to expand or simplify the 
line is fraught with danger for the executive 
charged with product policy responsibility. 


Expansion of the product mix usually is 
more hazardous than is simplification. Govern- 
ment and private research studies indicate 
that the majority of new product introductions 
are commercial failures. Although large firms 
typically have a better success-to-failure ratio 
than do their smaller counterparts, unhappy 
experiences with new products have out- 
weighed satisfactory ones even in larger com- 
panies. This has been especially true in mar- 
keting new consumer goods.* The evidence 
strongly suggests that makers of industrial 
products have fared better with new product 
than manufacturers of 
goods used by ultimate consumers. Typically, 
there are more distribution variables to con- 
sider in the marketing of new consumer prod- 


introductions have 


ucts. 

Of course, there are numerous exceptions to 
such generalizations. While aggregative esti- 
mates of success-to-failure ratios in new prod- 
uct launchings are available from several 
sources, detailed case histories of product fail- 
ures with analyses of the reasons why are 
much more difficult to obtain. Obviously, no 
one is anxious to have unsatisfactory expansion 
experiences associated publicly with his firm’s 
name. However, sadder but wiser executives 


3 Ross Federal Research Corporation, Manufacturers Re- 
port for Hilton and Riggio, Inc. on the Introduction of 
New Products: A Survey of 200 Leading Package Goods 
Manufacturers on Experiences and Problems Prevalent in 
the Introduction of a New Product (New York: Ross Fed- 
eral Research Corporation [1945] ). 


often are willing to point out important pit- 
falls and to help us improve the odds. 


Inadequate Research a Pitfall 


Sometimes new products are launched with- 
out sufficient research to ascertain trade and 
consumer reaction. This would seem to be an 
unnecessary admonition to the decision- 
maker, were it not for the classic illustrations 
of manufacturers who have checked new ideas 
only with friends, relatives, or employees be- 
fore investing substantial sums in launching 
what later proved to be weak entrants in al- 
ready overcrowded fields. Oftentimes, too, ex- 
ecutives become enamoured of a unique fea- 
ture in a new product. This “halo effect” blinds 
them to defects that should outweigh the 
product's unusual quality. 


Market Change During Developmental 
Period 


Other companies, of course, do undertake 
preliminary research which indicates that 
going ahead with a new product project is 
warranted. Over a long developmental period, 
however, the market changes in such a manner 
that the new product is out of tune with the 
times when it is finally marketed. The sales 
volume of several luxury products recently in- 
troduced has been disappointing because of 
current cautious consumer attitudes. Periodic 
market surveys help to keep new product qual- 
ity and features abreast of buyers’ tastes. Also, 
selection of an appropriate launching date is 
facilitated by such surveys. 


Distinct Product Image Needed 


The market penetration of additional brands 
of a firm’s regular line of goods has proved dis- 
appointing unless a distinct product image 
created in the public mind gives the new 
brand(s) a differential advantage. This is es- 
pecially difficult to achieve with homogeneous 
goods like cigarettes, smoking tobacco, sugar, 
flour, or certain kinds of toiletries. Unless new 
brands can be distinguished from those al- 
ready on the market, there is little incentive 
for customers to buy them. This is also true of 
all kinds of “me-too” products introduced by 








producers who are anxious to join a band 
wagon. 


Production Scheduling a Problem 


The man in charge of his firm’s product poli- 
cies should remember that diversification to 
overcome seasonal or cyclical sales can create 
difficult problems in production scheduling of 
the various goods in the line. In overcoming 
one problem, he may create new ones of equal 
magnitude. Adding products to soak up excess 
capacity can be a will-o’-the-wisp. While it 
may be possible to produce new products with 
idle labor and equipment, more than one firm 
has found that new methods, separate equip- 
ment, and specialized labor were needed. 


Sales Force Motivation Necessary 


Executives who contemplate adding one or 
several new products to their salesmen’s lines 
should try to anticipate what is likely to hap- 
pen. 
e Will the sales force have adequate time and 
incentive to promote the new goods aggres- 
sively? 


Should the company modify its compensa- 
tion plan to provide for greater new product 
promotion incentive? 


e Or would it be better for salesmen to con- 
centrate on present product sales for greater 
depth of coverage? 


If so, does the new product or line warrant a 
separate sales organization? 


Has adequate thought been given to such 
questions in analyzing the possibilities for uti- 
lizing sales organizations more fully? 


Size Not Guarantee 


Size alone is not necessarily a guarantee of suc- 
cess in expanding into new fields with prob- 
lems not encountered before. A prominent 
farm equipment manufacturer, for example, 
diversified into refrigerators, freezers, room 
air conditioners, and dehumidifiers. Currently 
this firm does not make any of these products. 
Moving from industrial products to highly 
competitive consumer ones can be a rocky 
road to travel. The Monsanto Chemical Com- 
pany found this to be the case. Their excel- 
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lent All detergent required a separate sales 
organization with only one product to distrib- 
ute. Also, it competed with brands produced 
by firms who were Monsanto customers. As a 
result, the product was sold to Lever Brothers 
& Unilever, Ltd.—a company with a broad 
line of household goods. 


DEVELOP OR ACQUIRE— 
A KEY DECISION 


Firms have two routes to diversification. They 
may develop new products internally, or they 
may buy an existing business or product. Of 
course, some companies pursue both policies 
simultaneously. Each route has advantages 
and problems, and neither is a panacea for 
corporate ills or insecurity. 

Executives contemplating expansion by 
either route should formulate logical accom- 
plishment goals. Such objectives imply a com- 
plete audit of company strengths and weak- 
nesses. In particular, production capacity, 
availability of materials, adequacy of labor, 
management reserves, and distribution facili- 
ties should be analyzed in determining logical 
goals. What one firm can reasonably expect to 
accomplish may be a “pie-in-the-sky” dream 
for another. A willingness to undertake and 
accept the results of a strength and weakness 
analysis, coupled with an intense pioneering 
spirit, will go far in helping to achieve success. 

It is difficult to isolate and to assign appro- 
priate values to the key factors that will influ- 
ence a develop-or-acquire decision. The 
weighting of factors will vary with industry, 
with company, and with passage of time. Un- 
fortunately, too, little research has been done 
on this subject as a guide to decision-making. 
Most available studies pertain to upstream in- 
tegration—whether to produce or purchase 
parts and components.* 


Meshing New Products with Present Line 


The degree of mesh of present products with 
contemplated new ones in production and 
marketing provides important clues to the 


*See James W. Culliton, Make or Buy (Boston: Har- 
vard Graduate School of Business Administration, 1942); 
and Alfred R. Oxenfeldt and Myron W. Watkins, Make or 
Buy: Factors Affecting Executive Decisions (New York: 
McGraw-Hill Book Co., 1956). 
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decision-maker about the appropriate expan- 
sion route. Optimum production mesh occurs 
when present plant, labor, equipment, and 
manufacturing processes may be used in mak- 
ing a new product or product line. Acceptable 
adjustment requires minimum additions or al- 
terations in one or more of these production 
categories. Also, it should be possible to make 
such additions or alterations with relative 
ease. If the new goods can be manufactured 
with identical or similar materials and com- 
ponents to those in current production, a high 
degree of harmony exists. Such materials and 
components should be readily available in re- 
quired quantities. 

Favorable marketing mesh exists when es- 
tablished distribution channels and sales or- 
ganizations may be used to move a new prod- 
uct or product line into the pipelines. Family 
brand identification improves the fit between 
current products and new ones, as does the 
possibility of using the same service facilities 
and personnel. 

Lack of a high degree of production and 
marketing accord between established lines 
and contemplated new ones should not mean 
that the new products must be scrapped. 
However, new products that lead a firm away 
from its traditional manufacturing processes 
and markets should be carefully appraised. 
Treading on unfamiliar ground, many com- 
panies have underestimated the effort, funds, 
and lead time needed to achieve success in 
fields that looked very green from a distance. 


A Strong Case for Acquiring 


Difficulty in meshing the production and mar- 
keting of new products and current ones ob- 
viously strengthens the case for acquiring in- 
stead of developing. If a going business or an 
established product can be purchased, many 
problems are bypassed. For example, the Bell 
and Howell Company recently bought the as- 
sets of the Inserting and Mailing Machine 
Company. The products of the new subsidi- 
ary insert enclosures into envelopes, meter 
postage, seal the envelopes, and stack them 
for mailing. The chief incentive for the acqui- 
sition was the desire to offset seasonal camera 
sales.° By diversifying through purchase of 














another company, the parent company adds 
no new capacity for the market to support, 
and may secure substantial market penetra- 
tion overnight. Often, too, mergers bring the 
parent company efficient plants, production 
know-how, and managerial talent. 

Time pressure is another factor influencing 
the decision to acquire or develop. Internal 
product development is usually a long-term 
undertaking. The lead time between the in- 
ception of a new invention and its profitable 
commercialization has been found to average 
five to seven years in a variety of industries.° 
If a firm is in a stagnating field or one in which 
profits are less than desired, the need for ac- 
tion may preclude waiting for the results of a 
lengthy research and development program. 
This may be true also where a firm feels inse- 
cure because of reliance on one or a limited 
number of customers. 

In diversifying by means of acquisition, 
many executives avoid going too far afield. 
They buy companies or products with manu- 
facturing processes or marketing methods sim- 
ilar to their own. In this manner, they mini- 
mize the risk of getting into unknown and 
possibly unprofitable fields. This was part of 
the thinking behind the purchase of a com- 
pany producing stainless steel sinks and basins 
by the Ekco Products Company, a large manu- 
facturer of steel kitchen tools and equipment. 
While the channels of distribution for sinks 
and kitchen tools are dissimilar, the manufac- 
turing operations parallel each other.’ (Con- 
glomerate groups of unrelated businesses that 
do not logically mesh in any way are often 
holding-company operations that have been 
put together for tax purposes. ) 


Cost as a Factor 


Of course, the relative cost of developing ver- 
sus acquiring must be appraised in choosing 


° Interview with Richard D. Higgins, Product Planning 
Manager, Bell & Howell Company. 

® Lyle M. Spencer, “The Attitude of Small Business 
Toward Technical and Distribution Research,” Proceed- 
ings of the . . . President’s Conference on Technical and 
Distribution Research for the Benefit of Small Business 
(Washington: U.S. Department of Commerce, Office of 
Technical Services, 1957), p. 21. 

7 Interview with Henry Forster, Vice President of Prod- 
uct Planning, Ekco Products Company. 











the appropriate expansion route. Remember 
that this is likely to be more troublesome than 
it might seem. Part of the difficulty stems from 
the problem of estimating correctly the cost 
of an internal product research program. Most 
companies bring out new products too infre- 
quently to have adequate experience in setting 
realistic developmental estimates. Also, in 
marketing a new product, it is often necessary 
to budget a loss for a specific period. How 
much and how long is an educated guess. For 
example, an industrial consultant estimated 
for one of his clients a deficit for four years and 
complete recovery in seven, on a contem- 
plated industrial project. Another company 
correctly estimated the break-even point on a 
new detergent product at three years after in- 
itial introduction. 

Conversely, in buying a going business, 
don't forget the first cost may be only the be- 
ginning; a series of unexpected reverses re- 
quiring additional outlays may follow. Key ex- 
ecutives who leave often have to be replaced 
at higher cost; extraordinary sales effort is 
sometimes required to restore volume repre- 
sented by lost accounts; additions or improve- 
ments may have to be made to inadequate or 
obsolete plants; or an incorrect prepurchase 
appraisal of sales potential can have serious 
long-term implications. 


Choosing a Company 


Possession of, or access to, adequate capital 
for expansion by means of merger is only half 
of the battle. Finding companies that are 
worth buying may be the real problem. There 
are many instances of firms that have screened 
several hundred possibilities before finding 
one that fitted their criteria. 

Often such criteria are complex. The Rock- 
well Manufacturing Company, a producer of 
meters, valves, and various kinds of machine 
and power tools, utilizes a check list of 69 
questions for evaluation purposes.* In other in- 
stances, particular considerations are para- 
mount. It is reported that the Gillette Com- 
pany seeks to duplicate its success in the razor 


* Secured from C. A. Wiken, Vice President, Research 
and Engineering, The Rockwell Manufacturing Company. 
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blade field by purchasing companies that 
make modestly priced consumer goods gener- 
ating a repeat and/or replacement business. 
Ball point pens and home permanent kits have 
these properties.” By contrast, another firm 
that formerly made industrial components ex- 
clusively will consider for purchase only com- 
panies making branded end-use products. 
Since the firm is no longer solely a supplier to 
industry, its management believes that it now 
has greater control over its destiny. 

With such specialized diversification cri- 
teria, it is no wonder that suitable brides for 
corporate marriages are difficult to locate. 
Often, too, companies contemplate selling out 
primarily to secure expansion capital from the 
purchaser. Although this may be a sign of 
vigor and confidence, it must be considered in 
appraising the relative cost of purchasing an 
existing business compared with that of in- 
ternal product development. 


ORGANIZATION FOR ACTION 


Regardless of whether a firm expands its prod- 
uct line by means of internal development, 
through purchase of existing businesses or 
products, or by pursuing both policies at the 
same time, an organization for action is 
needed. Without incentive, goals, staff, and 
coordination, nothing will happen. In many 
companies, exploratory discussions about the 
need for new products have not led to the cre- 
ation of planning and developmental pro- 
grams because executives were too engrossed 
in daily operations to take action. 

With organization for product planning and 
development still in its infancy, generalizing 
about how it is done is difficult. Experimenta- 
tion with alternative methods is currently 
under way in many companies. However, it is 
possible to cite illustrative approaches to the 
decision-maker. 


Structure for Internal Development 


In smaller firms, new product responsibility 
may be delegated to one man who uncovers 


“Ira U. Cobleigh, “Gillette Company: A Fabulously 
Successful Merchandiser,” The Commercial and Financial 
Chronicle, 184 (September 13, 1956), 1072. 
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and screens ideas, prepares specifications, co- 
ordinates development, contracts for test mar- 
ket campaigns, and makes recommendations 
to the president or the executive committee. In 
very small or highly centralized companies, 
the president may try to perform all of these 
functions himself. By contrast, there is a grow- 
ing tendency among larger companies to es- 
tablish new product departments or product 
planning departments headed by a manager, 
a director, or a top-echelon executive. The 
Burroughs Corporation, for example, has a 
Vice President of Product Planning. 

The primary function of these departments 
is to mesh the gears of the new product 
creation process. In large companies, liaison 
between technical and marketing research 
and development must be maintained, as well 
as multidirectional communication between 
staff and line production and sales adminis- 
trative personnel. Often, too, the activities of 
independent design, marketing, or manage- 
ment consultants must be coordinated with 
the work of the company. 

In some companies, product idea teams plus 
product screening or evaluation committees 
have been set up. The idea team submits its 
creative efforts to the screening committee for 
evaluation. In other firms, these functions are 
performed by one committee. Recommended 
project proposals often must be presented to 
the executive committee or to a top-level prod- 
uct policy committee that has responsibility 
for accepting or rejecting them. 

As product propositions are approved, the 
major purpose of the idea and screening teams 
may change from idea generation and evalua- 
tion to project coordination. In other com- 
panies, these activities are kept separated. In 
firms where several new product projects are 
under way simultaneously, it is not uncommon 
to have coordinating committees for each proj- 


ect, with members drawn from various depart- 


ments of the company. At least one and some- 
times several members of the new product or 
product planning department are members of 
these teams or committees. 


Screening Acquisitions 


Organization for action is equally necessary if 
a company decides to acquire instead of de- 
velop in expanding its product line. Locating 
suitable firms or products, investigating their 
potentialities, and negotiating for their pur- 
chase are time-consuming and _ specialized 
tasks. Leads are secured from suppliers, cus- 
tomers, brokers, and firms desiring to sell out. 
In many cases this screening may be done 
by the president, by the chairman of the 
board, and/or by outside consultants. In 
growth-oriented companies, there is a trend 
toward delegating this responsibility to a spe- 
cialist. For example, the Glidden Company 
has a Director of Acquisitions who devotes full 
time to investigation of contemplated pur- 
chases. 

In some companies, a staff is available to 
make detailed analyses of the production, mar- 
keting, financial, and managerial strengths 
and weaknesses of firms under consideration 
for purchase. Since acquisitions are frequently 
permitted to operate as semi-independent 
subsidiaries or divisions, the appraisal of exist- 
ing management is all-important. The acquisi- 
tion director's recommendations to top man- 
agement are usually supported by a detailed 
report of voluminous proportions. 

It is well to document the activities of firms 
with time-tested procedures and competent 
staffs for product development or company 
purchase. However, it is equally important to 
remember that many new “bootstrap” pro- 
grams have achieved their objectives because 
the will to succeed was sufficiently strong to 
overcome obstacles in the path of progress. 


















JOHN L. CAREY 


th EXPANDING role of the C.P.A. 


The ever increasing importance of public accounting to our economy brings 


with it a need for general understanding of this vital function. Also, 


misconceptions of such basic accounting concepts as depreciation can have 


unfortunate consequences for both the financial community and the general 


HE RAPID growth of the profession of certi- 

fied public accounting is a significant 
phenomenon of American society in this cen- 
tury. In 1900, there were only about 250 certi- 
fied public accountants in the country; in 1957, 
there were about 57,500. 

Of course, this expansion is part of a broad 
movement toward professionalization, toward 
what John Gardner called “the insatiable ap- 
petite for educated talent” of a modern, com- 
plex society.' However, this appetite is highly 
selective. During the first half of this century, 
the number of lawyers and doctors failed to 
increase at as fast a rate as the total popula- 
tion; and whereas scientists and engineers 
were only 3 per cent of all professional persons 
in 1870, by 1950 they constituted over 20 per 
cent.” The uneven growth of the professions 
shows that American society has little taste for 
professionalization as such. Yet it has a great 
capacity for developing professions in re- 
sponse to specific and urgent needs. 


‘Annual Report, Carnegie Corporation of New York, 
1956, p. 12. 


* Annual Report, p. 14. 


public. The remedy lies in better communication with our public accountants. 


What needs gave rise to the certified public 
accountant? In general, the needs for particu- 
lar services to an industrial economy devel- 
oped by the free enterprise of individuals, 
aided by public policies that have permitted 
and sometimes stimulated a spiraling disper- 
sion of this enterprise. Certified public ac- 
countants have become essential for keeping 
the complex processes of our free enterprise 
society running smoothly. For efficient busi- 
ness management, for an equitable and work- 
able tax structure, for the very maintenance of 
the checks and balances integral to our eco- 
nomic and governmental systems, certified 
public accountants are a sine qua non. 


THE BROADENING SCOPE OF 
ACCOUNTABILITY 


An examination of the history of accounting 
(see “The Evolution of Accounting,” begin- 
ning on page 70) shows that the increased 
size and complexity of economic institutions 
in the middle of the twentieth century created 
many more needs for the services of certified 
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THE EVOLUTION OF ACCOUNTING 


T HE evolution of the accounting profession 
has always been closely related to the evolution 
of mankind’s economic affairs. There is evi- 
dence that in one of the earliest human civiliza- 
tions, the Sumerian, which existed in the Tigris- 
Euphrates Valley about 3000 B.c., accounting 
was known and practiced. This was, of course, 
accounting in its most elementary form, that of 
record-keeping or bookkeeping. As civilization 
advanced, great nations were formed. Through 
military conquests, some nations dominated the 
economic and other affairs of subject peoples. 
In this environment accounting developed as 
an administrative tool, a method of control—as, 
for example, in the payroll accounts of the 
Roman armies, or in the financial reports of the 
governor of a province to the king or emperor. 

With the development of seagoing vessels 
and with the expansion of trade, debtor and 
creditor relationships grew more complex. 
Concurrently, bookkeeping became more re- 
fined, until in the fifteenth century the Italian 
monk Luca Pacioli put what had been dis- 
covered about accounting up to that time into 
a book expounding the theory of double-entry 
bookkeeping. This made it possible to develop 
financial statements showing the financial posi- 
tion and results of operations for a period as 
one integrated whole. 

Something new and different appeared in 
the eighteenth century. The Industrial Revolu- 
tion in England greatly intensified the need for 
aggregations of capital to provide machinery. 
This need led to the development of the “lim- 
ited company,” which in turn became the mod- 
ern corporation. From this innovation arose the 
concept of “accountability” of management to 
stockholders. Accounting in the sense of finan- 
cial reporting, often called an “account of 


public accountants. Furthermore, it will be ob- 
served that the scope of their accountability 
broadened. 


This is not only a matter of the traditional 
responsibility of the certified public account- 
ant to creditors and investors, who now expect 
and get a higher standard of financial report- 
ing than in the past. Certified public account- 
ants, along with management, are coming to 


stewardship,” became written into the law. 

About the middle of the nineteenth century, 
it was recognized that economic affairs were 
growing in complexity, and therefore that ac- 
counting and financial reporting were matters 
requiring expert knowledge. It seemed proper 
that stockholders should have the protection of 
an independent objective review of the man- 
agement’s report on what it had done with 
stockholders’ money. The idea of independent 
audit gained general acceptance. 

For the first time in history, the accountant, 
acting as an independent auditor, was recog- 
nized as holding a special responsibility to out- 
siders, apart from that of the owner or the man- 
ager of the business. It was undoubtedly this 
new responsibility that led to the organization, 
first in Scotland and then in England, of the In- 
stitutes of Chartered Accountants under au- 
thority of royal charter. Examinations were 
conducted to test the professional competence 
of those who would become chartered account- 
ants, and ethical principles were developed to 
strengthen their independence and standards 
of responsibility. 

In the latter part of the nineteenth century, 
when industrialization of the United States 
began in earnest, many Scottish and English 
chartered accountants came to this country on 
professional business for British capitalists. A 
number decided to make their homes here. 
They used a half-century of experience in the 
United Kingdom to help organize the account- 
ing profession in the United States. The first 
law concerning certified public accountants, 
enacted in New York in 1896, was an American 
adaptation of the British pattern. 

From the beginning, the major purpose of 
the cpa examinations and of the rules of ethics 


be more and more concerned with accounta- 
bility to “third parties” who until recently had 
no interest in financial reporting. 

Labor unions are one of the most significant 
of these third parties, and they have made in- 
terpretations of financial statements common 
issues at bargaining tables. A few years ago, 
the difference between the cost and the price 
of a commodity was not supposed to be of in- 

















of the cpa societies has been to establish a high 
standard of competence, independence, and 
responsibility for accountants who hold them- 
selves out as auditors—that is, who assume re- 
sponsibility, apart from management, for the 
fairness of management's representations to 
stockholders or creditors. It seems that the cer- 
tified public accountant was intended to be a 
kind of quasi-judicial practitioner, whom the 
state certifies as competent to add credibility 
to financial statements for outsiders with a fi- 
nancial interest in the business. 

This brief and highly oversimplified histori- 
cal review may help to clarify the functions of 
accounting (and therefore of public account- 
ing), which have developed only in the past 
century. There appear to be four basic func- 
tions: 


e Record-keeping—that is, bookkeeping— 
which is prerequisite to all the other func- 
tions 


e Administrative accounting for purposes of 
management, such as the processes of con- 
trolling and planning 


e Financial reporting, which includes the 
discharge of “accountability” to persons 
outside the business being reported 


e Auditing, which includes the expression of 
an opinion adding credibility to financial 
statements and the assumption of responsi- 
bility apart from that of management 


Only the emergence of the fourth function, 
independent auditing, led to the formal organi- 
zation of an accounting profession, first in 
Great Britain by the chartered accountants, 
and then in the United States by the certified 
public accountants. 





terest to the consumer; now, some utility com- 
panies advertise that they are not raising rates 
in a period of generally rising prices. Statisti- 
cians and economists attach more importance 
to accounting data than they once did.* 
Such enlarged accountability is probably an 
inevitable adjustment to bigness in our social 
and ethical climate. When an economic insti- 
tution reaches a certain size, many different 
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people feel that its actions affect the public in- 
terest, and that its financial position should 
therefore be a matter of common knowledge. 


MANAGEMENT SERVICES 


Another result of bigness and the greater com- 
plexity of economic institutions is that certi- 
fied public accountants more and more 
frequently give high-level administrative as- 
sistance to management. Modern planning 
and forecasting require much more extensive 
use of accounting data. 

Consequently, industry drafts a steady flow 
of certified public accountants for controller- 
ships and other administrative posts, aggravat- 
ing the perennial shortage of experienced pub- 
lic practitioners. 

Also, certified public accountants who do 
continue in public practice render more “man- 
agement services’ to their clients—that is, ac- 
counting services that are done for some spe- 
cific administrative purpose and that are not 
automatically provided by auditing, assistance 
with financial reporting, and “tax work.” The 
American Institute of Certified Public Ac- 
countants has drafted an illustrative classifica- 
tion of these management services, and has 
sampled the experience of cpa firms in an ef- 
fort to describe with a useful degree of accu- 
racy their extent and nature in current prac- 
tice. The sampling showed that the firms were 
rendering services in these general areas, in 
order of frequency: finance, general manage- 
ment and administration, office management, 
purchasing, personnel, research and develop- 
ment, traffic and transportation, production, 
and sales. 

Just as the accounting profession adapted 
itself a generation ago to a host of new prob- 
lems accompanying the income tax, so it is 
adjusting itself in this decade to a vastly in- 


3 See for example Harry C. Sauvain’s article, “Has Busi- 
ness Borrowed Too Much?” Business Horizons, 1 ( Winter, 
1958), 48-55. Sauvain bases his article on data from the 
Quarterly Financial Report for Manufacturing Corpora- 
tions of the Federal Trade Commission and the Securities 
Exchange Commission, which in turn are based on finan- 
cial statements of 23 manufacturing industries. 
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creased demand for advisory services to man- 
agement. 


ACCOUNTING AS EFFECTIVE 
COMMUNICATION 


A glance at accounting history and present 
trends makes it obvious that all accounting— 
from elementary bookkeeping to those inde- 
pendent auditing and administrative applica- 
tions that are rapidly expanding in both 
breadth and depth—is essentially a means of 
communication. Indeed, it is possible that ac- 
counting provided mankind with the first writ- 
ten communication, for Sumerian cuneiform 
tablets inscribed with earliest known account- 
ing records do not contain any literary texts. 

With the invention of money, accounting 
acquired a common denominator for this com- 
munication of economic facts. Its future as the 
universal “language of business” was assured. 
Progress has occurred as the communication, 
the language, has been adapted to new eco- 
nomic conditions. 

At the present stage of accounting evolu- 
tion, there seem to be two approaches to the 
problem of making accounting a still more ef- 
fective communicator. 


The first approach is to educate all those 
who rely upon accounting data about its na- 
ture and significance. There is a need for bet- 
ter understanding. Actually it is commonplace 
for accountants to find that basic accounting 
concepts are not part of the intellectual work- 
ing equipment of such people as financial 
writers and men in important managerial po- 
sitions. 

Of many possible illustrations, let’s take the 
one that may have the greatest current im- 


portance: the misconception that deprecia- 


tion represents “in effect, profits plowed back 
into business,” as economists of the Chicago 
Federal Reserve Bank argue, according to 
Time magazine.* Observing that the account- 


*“The Profit Squeeze: It Is More Apparent than Real,” 
Time, Luxx (December 9, 1957), 98. In the same article, 
the Time writer refers to depreciation as “an even bigger 
profit reservoir” for industry than retained earnings. 


ancy profession still has a major educational 
job to do, The Journal of Accountancy’ edi- 
torially noted a similar lapse by a Fortune 
magazine writer, who stated: “Real profits, as 
opposed to reported profits, have declined 
only slightly thus far. In other words, the cor- 
porate cash flow (retained earnings plus de- 
preciation ) has so far been only slightly im- 
paired.”® The Journal's editorial also quoted a 
letter to stockholders from the president of a 
prominent corporation, who said that “total 
annual depreciation plus net income after 
taxes represent the company’s cash earnings 
in any given year ; and that “while the amount 
of depreciation expense deducted reduces the 
net income reported to you, it serves to in- 
crease cash earnings.” 

As any certified public accountant knows, 
depreciation is just not this kind of animal. It 
is the lost usefulness of a fixed asset or fixed 
asset group. And this is a cost, not a profit. 
There can't be any profit until the cost of each 
years exhaustion of useful life is recovered 
through the depreciation charge. If costs rise 
(with depreciation included ) while revenues 
do not rise correspondingly, profits are 
squeezed in spite of the fact that cash intake 
may seem reassuring. Part of it may be return 
of capital. 

If the stockholders addressed in the corpo- 
ration president's letter are misled into think- 
ing otherwise, they lose a potential guide for 
the critical evaluation of their investments. 
And for the same reason, creditors, managers, 
and others can scarcely make sound decisions 
based on the assumption that “real profits” are 
“corporate cash flow” or “retained earnings 
plus depreciation.” Furthermore, such an ac- 
counting misconception can spread like dan- 
delion seeds. As presented by Fortune, it took 
root in The Management Review;' and as pre- 
sented by Time, it seems to have affected the 
thinking of arL-c1o President George Meany. 
In an open letter to Secretary of Commerce 
Sinclair Weeks, Meany cited Time and wrote: 


5 “Accounting and ‘Reality,’” Journal of Accountancy, 
cv (January, 1958), 21. 

6 William B. Harris, “The Pressure on Profits,” Fortune, 
Lv1 (November, 1957), 131. 

7 December, 1957, 25. 











“Currently published profit pictures are un- 
derstated by as much as $3,000,000,000 to 
$4,000,000,000, because the methods of com- 
puting depreciation allowances have been 
changed. This means that the amount of cash 
available to corporations is substantially dis- 
torted.”* How this obvious confusion of “prof- 
its” with “cash” on the part of America’s high- 
est ranking labor leader might throw a monkey 
wrench into the machinery of collective bar- 
gaining is too obvious for comment. 

In addition to undermining the financial 
judgment of individuals, this misconception 
of depreciation, if widespread, would have the 
social effect of tending to reverse the historical 
development of accounting. The great ad- 
vance of the past century, from venture ac- 
counting to periodic income reporting, would 
be undone.” 

Clearly, a correct understanding of even 


5 Joseph A. Davis, “Meany Criticizes U.S. Profit Re- 
port,” New York Times, December 29, 1957, Sec. 1, p. 1. 

* As The Journal of Accountancy has pointed out ( foot- 
note 5), this misconception is doubly surprising at a time 
when many corporate executives and quite a number of 
accountants argue that reported profits are overstated be- 
cause depreciation is based on the original rather than 
on higher replacement cost. 

Why this particular accounting misconception is on 
stage right now may be suggested by the certified public 
accountant Raymond E. Graichen’s summary of what has 
been happening to depreciation funds and the related tax 
deductions: “During the past ten years, U.S. industry has 
invested approximately $250 billion in new plants and 
equipment. In that ten years the annual rate of additions 
to new plants and equipment rose from $10 billion in 1946 
to $25 billion in 1951, where it essentially leveled off until 
1954, when it commenced to rise again. In 1955 the an- 
nual rate climbed to $30 billion and in 1956 to $35 billion. 
Close to $38 billion is anticipated for 1957. These are all- 
time high figures and can be best appreciated in the light 
of the fact that dollarwise the total of additions for the last 
ten years exceeds the total of additions for the combined 
fifty preceding years. The impact of such tremendous ex- 
penditures upon the national economy is readily apparent. 

“It is understandable, therefore, that we are currently 
viewing depreciation deductions of unprecedented 
amounts.” Raymond E. Graichen, “Today’s Depreciation 
Deduction,” Journal of Accountancy, c1v (December, 
1957), 27. 

Furthermore, since accounting misconceptions as well 
as concepts may reflect business trends, one may conjec- 
ture that depreciation has recently been represented as a 
cushion under falling profits because profits of many com- 
panies were falling during the autumn of 1957. 
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one accounting concept can have considerable 
importance in the functioning and progress of 
our economy. 


The second approach to the problem of 
making accounting a more effective communi- 
cator consists of developing accounting princi- 
ples and procedures to keep pace with chang- 
ing economic conditions. The “generally 
accepted accounting principles” to which a 
certified public accountant refers in his opin- 
ion report are broad concepts that have 
evolved from business practice, and many 
have been formally defined and clarified in the 
accounting research bulletins of the American 
Institute of Certified Public Accountants. 
Thus the accounting profession, through its 
national professional society, has pioneered in 
bringing about improvements in accepted ac- 
counting principles. But it does not and can- 
not take sole responsibility. for change. It 
needs the assistance of others in the financial 
community. 

It doesn't always get it. For example, the In- 
stitute’s committee on accounting procedure 
has issued two releases on the determination 
of income in a period of inflation. These re- 
leases suggested supplemental statements 
showing amounts of profit that must be re- 
tained to make up the difference between de- 
preciation allowances and replacement costs. 
But few companies have followed this sugges- 
tion. Also, certified public accountants have 
pointed out that there are some baffling prob- 
lems in the general areas of consolidated state- 
ment practices, income tax allocation, and in- 
tangible assets.'® 

On the other hand, cooperation during the 
past year between an Institute committee and 
the Interstate Commerce Commission has led 
to the removal of some discrepancies between 
accounting principles prescribed by the 
agency for railroads and those accepted by 
other industries. Another advance was scored 


‘0 For a more lengthy treatment of how accounting can 
be made to communicate more effectively, see Marquis G. 
Eaton, Financial Reporting in a Changing Society (New 
York: American Institute of Certified Public Accountants, 
1957). 
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within the year when the committee on ac- 
counting procedure published bulletins cov- 
ering areas affected by changing business 
practice—areas such as pension plans and busi- 
ness combinations. 

Perfection in accounting as a communicator 
is unattainable. But it will communicate bet- 
ter as accounting knowledge becomes more 
deeply embedded in general American cul- 
ture, and as certified public accountants and 
others in the financial community continue to 
develop principles and procedures that meet 
the needs of a changing and dynamic econ- 
omy. 


IN CONCLUSION 


Even a summary view or the function of pub- 
lic accounting in the United ‘States suggests 
that it serves a basic purpose in the social or- 
ganism, like law or assembly-line production. 
Our way of life would be inconceivable with- 
out it. 

Trends in the use of accounting that are ap- 


parent today suggest a number of aspirations 
for the immediate future: 


e That investors will come to understand the 
nature of financial statements and audit re- 
ports as well as bankers now do 


e That through “third-party” interest in finan- 
cial statements and audit reports a greater 
number of our people will become more per- 
sonally involved in financial affairs 


e That tax planning in the best meaning of the 
word will become the universal practice of 
American business 


e That government regulations will be admin- 
istered with less pain to all concerned 


That administration of both government and 
business will become increasingly efficient 
and “scientific” in the broad sense that perti- 
nent data will become a prerequisite for 
decision-making 


All of this may sound somewhat utopian— 
but many of the most visionary aspirations of 
accountants 20 years ago have now been sur- 
passed. 


Seneschal—A Thirteenth-Century Public Accountant 


- 
i SENESCHAL Of lands ought to be prudent and faithful and profitable, 


and he ought to know the law of the realm to protect his lord’s business and 


to instruct and give assurance to the bailiffs who are beneath him in their 


difficulties. He ought two or three times a year to make his rounds and visit 


the manors of his stewardship, and then he ought to inquire about the rents, 


services, and customs, hidden or withdrawn, and about franchises of courts, 


lands, woods, meadows, pastures, waters, mills, and other things which be- 


long to the manor and are done away with without warrant, by whom, and 


how: and if he be able let him amend these things in the right way without 


doing wrong to any, and if he be not, let him show it to his lord, that he may 


deal with it if he wish to maintain his right. 


—SENESCHAUCIE 
Trans. E. Lamond 





re S. 11 


should the 
Robinson-Patman Act 


be amended? 


PREFATORY NOTE by Charles M. Hewitt, Jr. 


THE petroleum industry has been the center 
of the hurricane of controversy surrounding 
Senate Bill 11, a bill designed to strengthen 
the of 


the Robinson-Patman Act.. This controversial 


anti-price-discrimination provisions 
bill passed the House of Representatives on 
June 11, 1956, by a vote of 394 yeas to 3 
nays. The 84th Congress adjourned the day 
the bill was reported favorably to the floor of 
the Senate. 

In 1957, opponents of S. 11 mounted a vig- 
orous campaign to block passage of the bill. 
S. 11 did not come up for a vote in 1957, al- 
though hearings were held on the bill in the 
Senate. It appears doubtful that the Senate 
Judiciary Committee will report the bill out 
before this magazine goes to press. 

Both of the following articles focus pri- 
marily on issues related 
to the petroleum indus- 


These 


the questions that may be involved. 

Would the passage of this law tend to dis- 
perse industry or to concentrate industry fur- 
ther in large production centers? 

Would local islands of price monopoly be 
encouraged? 

Would the practice of secondary sup- 
pliers’ selling at the price of the prime sup- 
pliers be affected? 

Professor Haring believes that S. 11 
“might hamper fluidity advantages enjoyed 
by small businessmen.” Many small business- 
men mix wholesaling and retailing functions 
and are in a position to take advantage of 
profit opportunities as they appear. This bill 
raises serious questions concerning functional 
discounts—particularly for the integrated or 
dual function marketers. For these reasons 


CRUCIAL CLAUSE IN ROBINSON-PATMAN ACT 
. the Commission is authorized to issue an order terminating the discrimination: Provided, 


try. same issues, 
however, have a broad 
application to many 


American industries, and 
Albert Haring, Professor 


of Marketing, Indiana 
University School of 


Ralph 


Fuchs, Professor of Law, 


Business and 


however, That nothing contained in sections 12, 13, 14—-21, and 22—27 of this title shall prevent 
a seller rebutting the prima-facie case thus made by showing that his lower price or the furnishing 
of services or facilities to any purchaser or purchasers was made in good faith to meet an equally, 
low price of a competitor, or the services or facilities furnished by a competitor.” 


PROPOSED AMENDMENT BY S. 11 


. the Commission is authorized to issue an order terminating the discrimination: Provided, 
however, That unless the evidence affirmatively shows that the effect of the discrimination may be 
substantially to lessen competition or tend to create a monopoly in any line of commerce, in any 
section of the country, it shall be a complete defense for a seller to show that his lower price or 
the furnishing of services or facilities to any purchaser or purchasers was made in good faith to 
meet an equally low price of a competitor, or the services or facilities furnished by a competitor.” 


Indiana University Graduate School, were 
asked to comment on some of the broad mar- 
keting and legal aspects. 

After pointing out that many uncertainties 
exist as to how the Federal Trade Commission 
and the courts might interpret a law of this 


type, Professor Haring enumerated some of 
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Professor Haring concluded that the passage 
of S. 11 would “multiply the uncertainties 
found in this area of our antitrust laws.” 

To Professor Fuchs S. 11 presents a choice 
between two alternatives, each of which has 
its drawbacks. Nonenactment of S. 11 would 
continue the “present impressive power of 
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major companies in many industries to meet 
competition’s prices discriminatorily without 
an adequate legal check at the hands of the 
Federal Trade Commission.” 

Enactment of S. 11, on the other hand, 
would restore much of the authority the FTC 
lost as a result of the “Detroit case,” without 
giving assurance that certain “rather extreme 
doctrinaire practices of the Commission would 
not be carried forward under the new law.” 

Professor Fuchs believes that large national 
concerns could use local price cutting as a 
means of disciplining, on the one hand, 
smaller local manufacturers or suppliers and, 
on the other hand. the distributors of compet- 


ing products. It is easy for one or several 


large national concerns, following the same 
practices, to meet the lower price of a local 
business and, by reason of the strength of 
their advertised brand names and of the in- 
come from higher prices elsewhere, to force 
the local competition either to accept a fixed 
or reduced market share or go out of business. 

Professor Fuchs believes the “Detroit” de- 
cision may have been in large part due to the 
“rigidity of doctrine and of procedure” 
adopted by the Frc in other cases. On balance, 
however, Professor Fuchs believes the desira- 
bility of increasing the Commission’s power 
to deal with price discrimination practices 
outweighs the dangers of possible adminis- 


trative excesses. 


shall we tolerate practices that destroy competition and create monopoly 
even though these practices are based upon good intentions? 


VIEWS FAVORING S. 11 


EVERETTE MACINTYRE 


A Ss PROPOSED laws, H. R. 11 and S. 11 
are modest. Their purpose is to re- 
affirm and strengthen the national policy and 
the purpose of Congress in the laws against un- 
lawful restraints and monopolies. Despite that 
high purpose, the bills provide for no change 
in our antitrust laws prohibiting price discrim- 
ination except to limit somewhat the so-called 
good faith defense. The only limit they would 
place upon the use of that defense is the speci- 
fication that such defense shall not operate as 
an absolute and complete bar to a proceeding 
by the government against the practice of de- 
structive price discrimination where the effect 
of the discrimination would be “substantially 


to lessen competition or tend to create a mo- 
nopoly in any line of commerce, . . .”? 

Thus, it is seen that a result of successful 
opposition to H. R. 11 and S. 11 would be in- 
surance that price discrimination may be con- 
tinued even at the cost of lessening competi- 
tion and creation of monopolies. Therefore, 
the issue before us is clear. It is: “Shall we tol- 
erate practices that destroy competition and 
create monopoly even though those practices 
are based upon good intentions?” 


1S. Bill No. 11, “A Bill to Amend the Robinson-Patman 
Act with Reference to Equality of Opportunity,” 85th 
Cong., Ist sess. (1958), p. 1. 
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Standard v. U.S. In 1911 the U.S. Supreme 
Court handed down its decision in the famous 
antitrust case of Standard Oil Company of 
New Jersey et al. v. United States (221 U.S.1). 
The order of the Court in disposing of that 
case provided for the breaking up of the Stand- 
ard Oil trust. However, it did not provide for 
enjoining Standard Oil's practice of price dis- 
crimination. The Sherman Antitrust Act, 
upon which that case was based, contained no 
provision prohibiting that practice. In fact, 
the attorneys for Standard Oil during the pro- 
ceedings in that case had argued that the 
Court should not order a breakup of Stand- 
ard’s monopoly, which had been acquired in 
“good faith” and through lawful means, in- 
cluding the practice of price discrimination. 

Under the circumstances, many of those 
who feared the consequences of monopoly 
called for additional legislation to curb mo- 
nopolistic practices—including the practice of 
price discrimination. The leaders of the po- 
litical parties responded promptly to that ex- 
pression of public opinion, and Republicans, 
Democrats, and Bull Moosers all promised in 
their political platforms of 1912 that new anti- 
monopoly legislation would be forthcoming 
to strengthen our antimonopoly policy. 


Clayton Act. In 1914 the Clayton Antitrust 
Act was approved. It contained specific prohi- 
bitions against a number of monopolistic prac- 
tices, one of which, set forth in section 2 of that 
law, made it unlawful to discriminate in price. 
However, the public, and particularly small 
business enterprises, had an unpleasant sur- 
prise ahead. It was found that somehow, some- 
one had slipped into the antidiscrimination 
provision section of the Clayton Act a pro- 
viso which made that section of the law inef- 
fective for use against price discriminations 
when made in “good faith to meet competi- 
tion.” 

Soon it was realized that the language pro- 
viding for discrimination made in “good faith 
to meet competition” unduly hampered the 
enforcement of section 2 of the Clayton anti- 
trust law. Many small businessmen com- 
plained that they were being driven out of 
business by virtue of price concessions and 
secret rebates beyond anything that was justi- 


fied by the seller’s cost differences. Congress 
thereupon directed the Federal Trade Com- 
mission to make an investigation of the matter. 
During December, 1934, the rrc submitted a 
report to the Congress in which it was ac- 
knowledged that price discrimination prac- 
tices were rampant and that they were 
destroying competition. The Commission 
pointed out that the Clayton Act as then writ- 
ten permitted destructive price discrimina- 
tions “when made in good faith to meet com- 
petition,” and concluded that the good faith 
provision of the law as then interpreted virtu- 
ally nullified the provisions in the law prohib- 
iting monopolistic price discriminations. It 
was pointed out that the Sherman Act could 
not be relied upon to halt these destructive 
price discriminations. Therefore, it was recom- 
mended that Congress strike from the law the 
provision for price discriminations “when 
made in good faith to meet competition.” 


Robinson-Patman Act. On June 19, 1936, 
the Robinson-Patman Act was approved. 
Through it Congress meant to correct the de- 
fect in the law that permitted destructive dis- 
criminations “in good faith to meet competi- 
tion.” 

How, then, does it now happen that in the 
84th Congress and again in the 85th Congress 
new bills have been introduced to strengthen 
the Robinson-Patman Act by preventing de- 
structive price discriminations? 


The Need for H. R. 11 and S. 11 


In 1951 the U.S. Supreme Court in an opinion 
and decision held that a giant concern, such 
as Standard Oil Company of Indiana, is priv- 
ileged to discriminate in price with the effect 
of destroying its competitors and its custom- 
ers, of substantially lessening competition, and 
of tending to create a monopoly—so long as 
that giant concern shows that it has accom- 
plished all of those things in “good faith” in 
meeting an equally low price of a competitor.” 


The Detroit Case 


The decision of the Supreme Court referred 
to was handed down in what has now come to 


2 Standard Oil Company v. Federal Trade Commission 
(1951), 340 U.S. 231. 
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be known as the “Detroit case.” The Federal 
Trade Commission initiated that case through 
issuance of a complaint charging the respond- 
ent, Standard Oil Company of Indiana, with 
price discrimination in the sale of gasoline in 
the Detroit metropolitan area in violation of 
section 2(a) of the Clayton Act. In that com- 
plaint, it was alleged that Standard had regu- 
larly sold at a “tank car” price to four large gas- 
oline dealers (each of whom made substantial 
retail sales—although some also made sales at 
wholesale ). In addition, it was alleged that 
Standard at the same time was selling gasoline 
at higher tank wagon prices to numerous 
other gasoline dealers, totaling about 358, who 
were competing with the four favored large 
dealers in the same area. The complaint fur- 
ther alleged that the effect of the discrimina- 
tion had been to injure, destroy, or prevent 
competition between the favored and the non- 
favored dealers in the direct sale of gasoline to 
the consuming public. 


Standard’s Defense. Standard, in answer to 
the complaint, admitted that it had engaged 
in the practice of selling to its 358 small re- 


tailer customers in the Detroit area at higher 
prices than it had been selling to four large 
favored competing dealers in that area. It 
sought to justify its practice of charging the 
different prices to different dealers mainly on 
three grounds: 


e That the four large sellers had been classed as 
“jobber” dealers by Standard by virtue of the 
larger quantities they bought and the manner 
in which they performed their functions 


e That the different prices that Standard had 
charged were justified on a basis of differences 
in costs in servicing the different dealers 


e That the lower prices charged the favored 
dealers had been made in good faith to meet 
the equally low or lower prices of competitors 
of Standard 


In the course of the proceedings before the 
Federal Trade Commission, Standard failed 
to justify its practice of charging different 
prices to its different competing customers in 
the Detroit area on any basis of differences in 


costs of servicing those customers. Also, it 
failed to show that the four favored customers 
were not reselling gasoline at retail in compe- 
tition with the 358 other customers. 

Since Standard’s defenses based on the 
claim of cost justification and on the claim that 
its favored customers were operating strictly 
as “jobbers” had not prevailed, it then placed 
its reliance upon evidence that its lower prices 
were made in order to retain those customers, 
and in good faith to meet an equally low price 
made by one or more competitors. 

Standard’s competitors in the Detroit area, 
whose competition it allegedly was attempt- 
ing to meet, were mere pigmies in comparison 
with the giant Standard Oil Company of Indi- 
ana. They included such small and relatively 
unknown companies as the Aurora Oil Com- 
pany, the National Refining Company, the 
Red Indian Oil Company, and the Stikeman 
Oil Company. These small companies, which 
were for the most part doing business only in 
Michigan and the Detroit area, were selling 
off-brand and unadvertised gasoline. One 
used the brand named “Fleet Wing”; but it 
was not a widely advertised brand. 

In view of these circumstances, Standard 
did not allege or attempt to prove that the 
small local competitors, whose prices it was 
attempting to meet, were in any position to 
seriously threaten the market position of the 
giant Standard Oil Company of Indiana in its 
fields of operations. Moreover, Standard did 
not allege or attempt to prove that the small 
local competitors whose prices it was attempt- 
ing to meet were engaged in any unlawful or 
discriminatory conduct. On the contrary, the 
evidence was to the effect that the conduct 
and the prices of Standard’s competitors were 
nondiscriminatory and lawful. In other words, 
Standard undertook to defend its discrimina- 
tory pricing practices by showing that some 
small local competitors, who were conducting 
their business lawfully, were making lower, 
nondiscriminatory price offers to the buyers. 
Therefore, Standard sought to have its own 
discriminatory conduct excused from the ap- 
plication of the law, even though that conduct 
had substantially lessened competition and in- 
jured, destroyed, and prevented competition. 








Its effort in that respect was based on the rea- 
soning that it should be permitted to defend 
itself from the price action of its small local 
competitors, even though they were conduct- 
ing themselves lawfully. When the full impact 
of that line of reasoning is felt and realized, 
the average lawyer will be startied by it. It is 
something new in the way of an argument for 
excusing wrongful conduct from the applica- 
tion of the law. Ordinarily, injurious action is 
excusable as a matter of self-defense against 
unlawful action. 


The F tc’s Position. The Federal Trade Com- 
mission ruled that since the evidence had es- 
tablished that Standard’s discriminatory prac- 
tices had the effect of substantially lessening 
competition and injuring, destroying, and pre- 
venting competition and had therefore con- 
clusively established a case against Standard, 
it did not consider that the good faith defense 
was an “absolute defense to a charge of unlaw- 
ful discrimination,” and that proof of meeting 
a competitor's equally low price could “be 
availed of only to the extent it may rebut the 
prima facie case .. . The meeting of an equally 
low price of a competitor in good faith is not 
a defense to a charge of price discrimination 
where competitive injury is affirmatively 
shown and so replaces the rebuttable pre- 
sumption of the prima facie case.”* Therefore, 
the Commission concluded that under such 
circumstances, “the proviso of Section 2(b)” 
did not “constitute a substantive justification 
or defense” and that under such section a de- 
fense was “not available to the respondent on 
the basis of the present record.”* Accordingly, 
the Commission, on the basis of its findings 
and conclusion, entered a cease and desist 
order, commanding Standard to discontinue 
the unlawful discriminations in price. 


Supreme Court Review. On the petition for 
review, in the Court of Appeals for the sev- 
enth circuit, Standard contended that the 
Commission had erred in its ruling that sec- 
tion 2(b), the good faith defense, was not 
absolute. The circuit court agreed with the 


* Standard Oil Company (1945), 41 FTC 263. 
* Standard Oil Company, p. 283. 
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Commission and approved its findings and 
conclusions, and although it made some modi- 
fications in the Commission’s order to cease 
and desist, it then affirmed the Commission’s 
order. 

Thereupon, Standard sought and secured 
in the Supreme Court a review of that deci- 
sion. The Supreme Court approved Standard’s 
contention that the 2(b) good faith defense 
proviso does afford an absolute defense to a 
charge of price discrimination, irrespective of 
the fact that the discrimination had been 
found, as a matter of fact, to have the effect of 
substantially lessening competition. 

The Court reversed the judgment of the 
Court of Appeals for the seventh circuit and 
the Federal Trade Commission, and remanded 
the case to the Commission to investigate and 
report whether or not Standard’s lower prices 
were made in good faith to meet the equally 
low prices of competitors. In explaining the 
basis for its ruling, the Court reasoned and 
stated that the good faith defense provided 
for in section 2(b) should be given faith and 
credit “without regard to whether there also 
appears an affirmative showing of actual or po- 
tential injury to competition at the same or a 
lower level traceable to the price differential 
made by the seller,”® and then stated that “We 
may, therefore, conclude that Congress meant 
to permit the natural consequences to follow 
the seller’s action in meeting in good faith a 
lawful and equally low price of its competi- 
tor.”® 

Actually, a substantial part of the basis for 
the Court’s reasoning, opinion, and decision 
appeared to be arguments appearing in law 
review articles in opposition to the Clayton 
Act provisions against price discrimination as 
amended by the Robinson-Patman Act. That 
aspect of the matter will be dealt with in 
greater detail later. 

The decision by the Supreme Court in the 
Detroit case was by a vote of 4 to 3. Justice 
Minton did not participate because he had 
participated in the earlier decision of the Sev- 
enth Circuit Court of Appeals. Justice Reed 


5 Standard Oil v. FTC, p. 241. 
® Standard Oil v. FTC, p. 250. 
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wrote a sharp dissent for himself, Chief Justice 
Vinson, and Justice Black. 

In the dissenting opinion, it was pointed out 
that one of the major purposes for the enact- 
ment of the Robinson-Patman Act in 1936 was 
to narrow the good faith defense, since it, as it 
existed in the Clayton Act of 1914, had proven 
to be such a loophole, frustrating the enforce- 
ment of that law. In that connection, it was 
stated: 


“What follows in this dissent demonstrates, we 
think, that Congress intended so to amend the 
Clayton Act that the avenue of escape given price 


discriminators by its ‘meeting competition’ 


clause should be narrowed. The Court’s interpre- 
tation leaves what the seller can do almost as 
wide open as before.”’ 


The dissenting opinion directed attention to 
the fact that the public policy spelled out in 
the statute again would be frustrated as a re- 
sult of the Court’s holding in the Detroit case. 


Later Action. In accordance with the 
Court's decision, the case was returned to the 
Commission and the latter proceeded with the 
reconsideration of the evidence on record. 
Following that reconsideration, and on the 
basis of the record, the Commission made find- 
ings of facts relating to Standard’s contention 
that it had discriminated in price in good faith; 
that is, that it had done so through meeting in 
good faith the equally low price of a competi- 
tor. The Commission found that Standard had 
not acted in good faith. Consequently, Stand- 
ard again petitioned the Seventh Circuit Court 
of Appeals to review and set aside the Com- 
mission’s findings and order. On review, the 
circuit court set aside the Commission’s order. 
It held that Standard’s good faith defense had 
been firmly established and that the Commis- 


sion’s reasoning, leading to a contrary conclu- 
sion, was untenable and had to be rejected. 
The Commission petitioned the Supreme 
Court to review the decision of the Court of 
Appeals. The Supreme Court decided the mat- 
ter on January 27, 1958, and it ruled in favor of 
Standard Oil Company. In so doing, it held 


’ Standard Oil v. FTC, p. 253. 


that Standard had acted in good faith in the 
use of discriminatory prices regardless of un- 
challenged findings that the effect of the dis- 
criminations had been to substantially lessen 
competition and to tend to create monopolies. 
Thus, the Court gave legal sanction to Stand- 
ard’s charging of a high price to some custom- 
ers while charging lower prices to competing 
customers. It did so on the basis of Standard’s 
claim that it had practiced discrimination in 
order to prevent its customers from switching 
their business to Standard’s “pirating competi- 
tors.” 

It should be remembered that these “pirat- 
ing competitors” were small local concerns en- 
gaged in the lawful conduct of business. In- 
deed, it is the position of the Court that an 
indispensable ingredient of Standard’s good 
faith defense was the lawfulness of competi- 
tors’ pricing policies and practices that Stand- 
ard was meeting by discriminatory pricing 
practices. 


THE FACTS ABOUT S. 11 AND 


a. me BD 
What the Bills 11 Will Do 


H. R. 11 and S. 11 will restrain price discrimi- 
nations that destroy competition. Therefore, 
these legislative proposals are antimonopolis- 
tic. They would promote competition. They 
are not, as their opponents argue, anticompeti- 
tive. 

The proposals will promote competition by 
tending to require the supplier, when he re- 
duces his price to one of his jobbers, to reduce 
his price also to any of his other jobbers who 
are in direct competition with that jobber. 
Likewise, they will tend to require each jobber 
to accord equal treatment to all of his dealers 
who are in actual competition among them- 
selves. 

In those situations where a major oil com- 
pany sells through an independent jobber and 
also competes with such jobber by selling to 
retailers and others who are potential custom- 
ers of such jobber, H. R. 11 and S. 11 will op- 
erate against the supplier's practicing discrim- 
ination to the destruction of the independent 


jobber. 





And such bills are necessary. Many of those 
who have written and spoken objectively 
about the economic significance of the prac- 
tice of price discrimination have condemned 
it as tending to promote monopolistic condi- 
tions. 

When the old Standard Oil Company 
started out at Cleveland, Ohio, it was only 1 
of 30 refiners then located in that area. The 
company first obtained a size advantage by 
merging through trust agreements with some 
20 or more of its competitors. Thereafter it 
simply cut prices in one market at a time until 
the smaller competitors in that market were 
driven out, then jacked up the prices in that 
market and moved on to destroy the competi- 
tors in other markets. 

As recently as May 24, 1956, the Committee 
on the Judiciary, of the U.S. House of Repre- 
sentatives, in reporting favorably for enact- 
ment of provisions such as those contained in 
H. R. 11 and S. 11, stated: 


“Price discriminations favoring preferred buyers 
present a danger to the competitive enterprise 
system which is inconsistent with the policy of 
the price discrimination statute. Firms can abuse 
their superior market position and engage in dis- 
criminatory practices that eliminate small sup- 
pliers and small retailers from the competitive 
scene. In practical effect the law as presently 
construed allows the private interests of a dis- 
criminator to outweigh the public interest in pre- 
serving competitive opportunity at all levels of 
business activity. H. R. 1840 [H. R. 11] would 
reassert that the public interest in protecting the 
economy against discriminations which may sub- 
stantially lessen competition or tend to create a 
monopoly must prevail over private interests 
served by discrimination.” * 


What the Bills Will Not Do 


Opponents of H. R. 11 and S. 11 have argued 
that those legislative proposals, if enacted into 
law, would prevent sellers from competing 
and would therefore restrain competition. It 
is believed it has been shown that H. R. 11 and 
S. 11 will not prevent sellers from competing, 
but instead will promote competition. How- 


* House Report No. 2202 to accompany H. R. 1840, 
House Committee on the Judiciary, 84th Cong., 2d sess. 
(Washington, 1956), p. 5. 
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ever, let us analyze briefly the manner in 
which the arguments opposing H. R. 11 and 
S. 11 have been advanced, and their basis. 

Many of those who are opposing H. R. 11 
and S. 11 have a long record of opposition to 
vigorous enforcement of our antitrust laws. 
They have argued for more “reason” and less 
strictness in the application of our antimonop- 
oly policy. They have organized “public rela- 
tions programs’ designed as bases for lobby- 
ing against the application of a vigorous 
antitrust policy that included enforcement of 
laws against monopolistic price discrimina- 
tions. 

One such public relations program was spe- 
cifically designed and planned to reach and 
convince 153,853 government officials, legis- 
lators, newspaper writers, and business and 
professional leaders. It was to be loaded with 
arguments that certain practices, including 
the practice of price discrimination, were 
“competitive practices” and should not be re- 
garded as falling within the purview of our 
antitrust laws. 

Other plans and programs have provided 
for a much broader base for “re-educating” 
not only our political leaders, but also the 
American public about what should be con- 
sidered “competitive” and what should be 
considered “monopolistic” practice. Among 
those plans was one designed for use in pro- 
viding arguments not only to newspaper writ- 
ers but also to debaters in high schools and 
colleges. 

Educational arguments along those same 
lines have been prepared and set forth in arti- 
cles, books, and speeches; and published in 
places where they would reach the eyes, ears, 
and minds of the judges upon whom would 
fall the responsibility for deciding cases 
brought to enforce our antitrust laws. In those 
arguments were repeated the contentions that 
price discriminations and other practices, pre- 
viously found to be monopolistic, were in fact 
“competitive,” and that laws directed specifi- 
cally against those practices were laws incon- 
sistent with an antimonopoly policy for free 
and unfettered competition. 

It is from such arguments that the Supreme 
Court in the Standard Oil of Indiana case (340 
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U.S. 231, 249) developed the topsy-turvy no- 
tions about price discrimination and the in- 
consistency of the Clayton Antitrust Act as 
amended by the Robinson-Patman Act. In 
that case, the Court seemed to have the idea 
that Congress, through the passage of laws de- 
signed to curb price discriminations, intended 
“radically to curtail” competition. 

Today, some opponents of H. R. 11 and S. 11 
are “preaching the gospel” up and down and 
across the land to employees, customers (re- 
tailers and jobbers), and all others who will 
stop and listen to this new body of economic 
aud legal literature, which has made it appear 
to the Court that the practice of price discrim- 
ination is a “competitive” practice and that 
laws passed by Congress to curb monopolistic 
price discriminations are laws against “compe- 
tition.” It is through such arguments that the 
public is being propagandized against H. R. 
11 and §. 11. 

We must neither overlook nor forget that 
this opposition is based upon the argument 
that laws passed by Congress to curb monop- 
olistic price discrimination are laws against 
“competition.” Thus, the people are being told 
by some opponents of H. R. 11 and S. 11 that 
those measures will do things that they will 
not do. 


Some Misconceptions 


With reckless abandon, some opponents of 
H. R. 11 and S. 11 have argued that the pro- 
posed legislation would mark a departure from 
the traditional ideal of American justice by 
putting the burden of proof upon the person 
charged with violating the law, unless he 
could prove that his price decision had no ef- 
fect on competition. Now, what are the facts? 
The general common-law rule regarding the 
burden of proof in a case under litigation ap- 
plies in price discrimination cases arising 
under the Robinson-Patman Act. In general 


that rule is to the following effect: The burden 
of proof in any proceeding lies at first on that 
party against whom the judgment of the court 
would be given if no evidence at all were pro- 
duced on either side—regard, of course, being 
given to any presumption that may appear 
upon the pleadings. 

In view of these circumstances, it is difficult 
to understand why some lawyers who oppose 
H. R. 11 and S. 11 are so reckless as to charge 
that the effect of the passage of H. R. 11 and 
S. 11 would be to require the defendant in a 
price discrimination case, under the Robinson- 
Patman Act, to prove his innocence. That is 
utter nonsense. 

Opponents of H. R. 11 and S. 11 have ar- 
gued: “If all manufacturers in an industry 
complied with this law, they would be in dan- 
ger of being charged with a conspiracy to fix 
prices.” That, like the argument about the bur- 
den of proof, is utter nonsense. Nothing in the 
Robinson-Patman Act requires any two or 
more sellers of any commodity to charge the 
same or different prices. Nothing in that law 
requires any seller to act in any particular way 
regarding his relationship with another seller. 
The Act applies only against a single seller's 
action in discriminating in price. 


CONCLUSION 


The problem now is up to Congress. The prob- 
lem is one of how price discriminations should 
be dealt with when they have the effect of sub- 
stantially lessening competition and tending 
to create a monopoly. H. R. 11 and S. 11 pro- 
vide the answer to that problem. In other 
words, H. R. 11 and S. 11 simply say that we 
do not want monopoly in this country, whether 
or not monopoly results from acts and prac- 
tices carried on in good faith. The mainte- 
nance and preservation of a free and competi- 
tive enterprise system in this country are the 
objectives of H. R. 11 and §S. 11. 
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S ENATE Bit 11 may solve the problem of 
maintaining profits in a highly competi- 
tive market for the independent oil jobber but, 
if so, it will certainly not solve the problem in 
the way he would choose. It will reduce the 
competitiveness of the markets by putting 
many jobbers in such strait jackets that they 
may find they have no profits to worry about 
maintaining. 

S. 11 is designed to overturn the 1951 de- 
cision of the U.S. Supreme Court in the case 
of Standard Oil Company v. Federal Trade 
Commission, usually called the “Detroit 
case.” ' This decision upheld the “good faith 
meeting of competition” defense contained in 
the Robinson-Patman Act?® as an absolute de- 
fense to a charge of unlawful price discrimina- 
tion. To an extent that the sponsors of S. 11 
either don’t realize or choose to ignore, the 
continued performance of the jobbing func- 
tion as it exists today depends on the “meeting 
competition” defense. 


THE DANGER TO THE JOBBER 


The single most important thing to the oil 
jobber, as it is to every other wholesale dis- 
tributor, is his “margin,” or as it is often 
called in other industries, his “trade” or “func- 
tional discount.” By whatever name, it is the 
difference between the price that the whole- 
saler pays for his product and the higher price 






* 340 U.S. 231 (1951). 
749 U.S. Stat. at L. (1936), 1526, 15 U.S. Code 
(1952), secs. 13(a)-(f), 13a. 





the continued performance of the jobbing function as it exists 
today depends on the ‘‘meeting competition’’ defense 
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paid by the retailer who performs no whole- 
sale function. From his margin the jobber must 
maintain his bulk plant, trucks, and equip- 
ment, pay his employees, cover his other costs, 
and hope to receive a reasonable return on his 
investment. Although there has been in the 
past, and probably always will be, disagree- 
ment as to whether or not jobbers are receiving 
a sufficient margin to do these things ade- 
quately, there has been complete agreement 
in the oil industry that a jobber must receive a 
margin if he is to do these things at all. 


Limitation of Function. The Robinson- 
Patman Act, passed in 1936, is inherently hos- 
tile to functional discounts or margins unless 
the wholesaler confines himself narrowly to 
the wholesale function. The original support- 
ers of the act were trade associations of whole- 
sale and retail grocers who sought to preserve 
their traditional marketing methods from the 
inroads of the chain stores. The chains refused 


‘to observe restricted functions and, by com- 


bining wholesaling and retailing, achieved 
economies that they passed on to the public. 
The grocer trade associations preferred to pre- 
vent rather than meet this competition. The 
act has been called a “. . . statute designed to 
guard the traditional channels of distribution 
from the rigors of competition.”* To a large 
extent it has had just that effect. 


Required Price Uniformity. Basically, the 
act requires a seller to charge the same prices 


3 Raoul Berger and Abraham Goldstein, “Meeting Com- 
petition Under the Robinson-Patman Act,” Illinois Law 
Review, xiv (1949), 316. 
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to all of his customers regardless of the func- 
tions that they perform. It is true that price 
uniformity is only required under circum- 
stances where price differences between cus- 
tomers might, in the language of the statute, 


4 


“lessen competition.”* However, the term 


“lessen competition” has come, through court 


and Federal Trade Commission interpreta- 


tion, to have very little connection with real 
injury to the competitive process or even to 
competitors. Today virtually all price differ- 
ences between customers who compete with 
each other are considered to “lessen competi- 
tion,” whether or not one of the customers has 
been or could be harmed.’ Consequently, a 
seller who supplies both wholesalers and re- 
tailers runs a risk of being charged with un- 
lawful price discrimination if any of his whole- 
sale customers also engage in retailing. 


Stratification Unnatural 


This effect of the Robinson-Patman Act is not 
serious where wholesalers and retailers stick 
strictly to their respective functions. However, 
such a neatly stratified system of distribution 
has not been characteristic of American indus- 
try since the turn of the century, and it cer- 
tainly does not characterize the oil industry. 
Jobbers do not confine themselves to sales to 
dealers; they also sell to the public through 
service stations that they operate. Dealers, not 
satisfied to remain dealers, acquire bulk plants 
and trucks and seek t. assume the jobbing 
function. 

Many oil jobbers operate a majority of the 
stations that they supply, and most operate at 
least some stations. Even those jobbers who 


' The statute (sec. 2[a]) bans price differences the ef- 
fect of which “may be substantially to lessen competition 
or tend to create a monopoly in any line of commerce, or 
to injure, destroy, or prevent competition with any person 
who either grants or knowingly receives the benefit of 
such discrimination, or with customers of either of them.” 

*See Frederick M. Rowe, “The Evolution of the 
Robinson-Patman Act: A Twenty-Year Perspective,” Co- 
lumbia Law Review, tvu (1957), 1059 ff. Rowe states 
that although there was a “retreat from radical extensions 
of Robinson-Patman” in the early 1950's (p. 1080), “con- 
flicting cross-currents” make it difficult to judge whether 
this is still true today (p. 1083). 


prefer to sell entirely to independent dealers 
are forced from time to time to operate sta- 
tions that they own while trying to find lessees 
for them. This merging of the wholesale and 
retail functions is characteristic of jobbers in 
all parts of the country. In large part, it repre- 
sents competition and progress. Any attempt 
to impose a rigidly stratified distribution sys- 
tem on the oil industry is bound to cause seri- 
ous problems. 


The Available Defenses 


It is highly important, therefore, to consider 
in detail the two major exceptions to price uni- 
formity that the Robinson-Patman Act con- 
tains. These are the defenses of “cost justifica- 
tion” and “good faith meeting of competition.” 


Cost Justification. The cost justification de- 
fense® merits little discussion. As an exception 
to the Robinson-Patman Act, it has proved to 
be an illusion. In the 22-year history of the act 
only a handful of persons have been able to 
show to the satisfaction of Federal Trade 
Commission accountants that their price dif- 
ferences were justified by differences in cost. 
As the Supreme Court has said, to prove lower 
costs in serving one customer than in serving 
another requires information not obtainable 
from ordinary business records.’ The court 
mentioned detailed studies of time spent by 
personnel, numerical counts of invoices, and 
other proof impossible for the average busi- 
nessman to produce. The court said, “Proof of 
cost justification being what it is, too often no 
one can ascertain whether a price is cost justi- 


fied.” * 


® The act provides (sec. 2[a]) “That nothing herein 
contained shall prevent differentials which make only due 
allowances for differences in the cost of manufacture, sale, 
or delivery resulting from the different methods or quanti- 
ties in which such commodities are to such purchasers sold 
or delivered.” 

? Automatic Canteen Co. v. Federal Trade Commission 
(1953), 346 U.S. 61, 68. 

8 Automatic Canteen v. FTC, p. 79. Professor Charles 
M. Hewitt of Indiana University is among those who 
have urged that the Robinson-Patman Act be amended to 
increase the strength of the cost-justification defense. The 
Hoosier Station Operator (November, 1957). 
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But even if it were possible to prove cost 
justification, the oil jobber might be very un- 
happy with a price justified strictly on the 
basis of cost. Whether the jobber’s price is 
cost-justified or not depends entirely on his 
supplier's cost savings. The jobber’s own costs 
are immaterial. The ceiling put on his margin 
entitles him to only the exact amount that it 
would cost his supplier to perform the whole- 
sale function. His own costs may absorb this 
entire margin. The concept of cost justification 
makes no allowance for the wholesaler’s need 
for profit or return on investment. 


Meeting Competition. This brings us to the 
other major defense for a charge of violation of 
the Robinson-Patman Act, and the only de- 
fense that still retains vitality. Section 2(b) of 
the act provides that a seller may rebut a 
charge of unlawful price discrimination “by 
showing that his lower price . . . to any pur- 
chaser or purchasers was made in good faith to 
meet an equally low price of a competitor.” 
The insertion of this defense in the act was a 
major legislative defeat for the act’s sponsors. 
The original Patman bill drawn by the United 
States Wholesale Grocers Association con- 
tained no such language. 

However, Congress apparently believed 
what an official of the Federal Trade Commis- 
sion said some years later: “The right of self- 
defense against competitive price attacks is as 
vital in a competitive economy as the right of 
self-defense against personal attack.”® Despite 
protests, therefore, the defense was made part 
of the statute. 


THE DETROIT CASE 


There is no better way to demonstrate the im- 
portance of the defense to oil jobbers than to 
recite the facts of the now-famous “Detroit 
case.” 

In the 1930's, Standard Oil Company of In- 
diana sold to approximately 360 dealers in De- 
troit. It charged them all the same “dealer tank 


° Statement of Walter B. Wooden, Assistant Chief 
Counsel, Federal Trade Commission, The Basing Point 
Problem (Temporary National Economic Committee 
Monograph No. 42; Washington: U.S. Government Print- 
ing Office, 1941), p. 139. 


wagon’ price. Over the years, four of these 
dealers acquired bulk plants and tank trucks, 
and assumed the storage and delivery func- 
tions of jobbers. Standard did not recognize 
these customers as jobbers, however, until of- 
fers by competing suppliers made it obvious 
that Standard would lose them. Over a period 
of time from 1929 to 1938, Standard granted 
reductions to the four customers, resulting ul- 
timately in a price 1% cents below the prevail- 
ing dealer tank wagon price. Standard, there- 
fore, granted what amounted to a functional 
discount but did so to meet competitive offers 
that were as low as or lower than Standard’s. 


Had the four jobbers confined themselves 
narrowly to the wholesale function, perhaps 
the Detroit case would never have arisen. In 
any event, they did not do so. Three of the job- 
bers from time to time sold a small part of their 
gasoline through retail stations that they oper- 
ated. In some cases this operation was tempo- 
rary while the jobber tried to replace lessees of 
stations he owned. One of the jobbers sold ex- 
clusively through his own retail stations. The 
jobbers, therefore, performed dual functions, 
just as most jobbers do today. 


FTC Intervention 


In November, 1940, only four years after the 
passage of the Robinson-Patman Act, the 
Federal Trade Commission filed a complaint 
against Standard that, because the four job- 
bers sold from time to time at retail, they were 
in fact “dealers.” Since Standard was selling to 
the four so-called dealers at lower prices than 
it was charging its other dealers in the Detroit 
area, the Commission charged that competi- 
tion was lessened and that Standard had vio- 
lated the Robinson-Patman Act. 


In 1946, after hearings, the Federal Trade 
Commission entered a cease and desist order.'® 
This order prohibited Standard from charging 
jobbers a lower price than it did dealers, on 
any gasoline that the jobbers might resell 
through their own stations. The effect of the 


© 43 rrc 56 (1946). The order was modified but not 
substantially changed seven years later. 49 Fre 923 
(1953). 


















































86 BusINESS HORIZONS 





order was to split the jobber in two. On gaso- 
line he resold at wholesale, he would be per- 
mitted to pay the jobber price, but on gasoline 
resold at retail, he would be allowed no dis- 
count, even though he performed storage and 
delivery functions. 

In attempting to reduce the jobber, price- 
wise, to the status of a dealer, the Commission 
was looking solely at the jobber’s selling func- 
tion. It ignored the fact that in his method of 
buying the jobber performs the wholesale 
functions of storage and transportation as fully 
on gasoline resold by him at retail as on that 
resold at wholesale. Ignoring his buying func- 
tion discriminated against him and served as 
a penalty on integration.'' As the Attorney 
General's National Committee to Study the 
Antitrust Laws said: 

“If a businessman actually fulfills the whole- 
sale function by relieving his suppliers of risk, 
storage, transportation, administration, etc., his 
performance, his capital investment, and the sav- 
ing to his suppliers, are unaffected by whether he 
also performs the retailing functions, or any num- 
ber of other functions. A legal rule disqualifying 
him from discounts recognizing wholesaling 
functions actually performed compels him to 


42 


render these functions free of charge. 


However the Federal Trade Commission 
order in the Detroit case went beyond this at- 
tempt at divorcement of the jobber from retail 
operation. A second part of the order provided 
that if any jobber resold his gasoline at whole- 
sale at a price lower than Standard’s price to 
dealers, Standard must charge him the full 
dealer tank wagon price. The rationale of this 
requirement is difficult to deduce. It ignored 
not only the buying function performed by 
jobbers but the selling function as well. Ap- 
parently it was the Commission’s belief that 
the jobber’s margin was unjustified, whether 
he resold at wholesale or at retail. At the least, 
the requirement would have effectively estab- 


1! Professor Charles M. Hewitt has recommended that 
the Robinson-Patman Act be amended to make discounts 
dependent on the buyer’s method of purchase rather than 
method of sale. The Hoosier Station Operator (November, 
1957). 

12 Report of the Attorney General's National Committee 
to Study the Antitrust Laws (Washington: U.S. Govern- 
ment Printing Office, 1955), p. 207. 















lished resale price maintenance in the jobber 
channel of distribution. No jobber would have 
dared to undercut his supplier's price to deal- 
ers, even to meet competitive offers to his 
dealers or to assist his dealers during a price 
war. 

The impact of the Commission’s order upon 
oil jobbers was readily apparent to the jobbers 
themselves. Organized jobber groups _pro- 
tested the Commission's position throughout 
the 17-year history of the proceeding. Perhaps 
the best statement of the jobber view was con- 
tained in a brief filed by the National Oil Job- 
bers’ Council on behalf of its member groups. 
There it was said bluntly: 

“Gasoline jobbers are . . . the goat of this pro- 
ceeding. The likely result of an endorsement of 
the Commission’s view here will be the decline 
or outright elimination of the independent job- 
ber function in oil distribution.” * 


The fact that the Commission order would 
severely injure the oil jobber is not, of course, 
a legal defense under the Robinson-Patman 
Act. Standard had to rely on those defenses 
set out in the statute itself. Cost justification, 
of course, failed. The availability of the good 
faith defense, however, appeared to be clear. 
In the Detroit case, Standard had granted 
lower prices to each of the jobbers only after 
they had received offers of branded gasolines 
comparable in quality from Standard’s com- 
petitors and had threatened to change sup- 
pliers. It required 17 years of litigation, how- 
ever, including two appearances before the 
Supreme Court, for Standard to successfully 
establish the defense. The case that began in 
1940 ended with the Court’s final opinion on 
January 27, 1958." 


The Rest of the Story 


Space will not permit a detailed discussion of 
the entire legal history of the Detroit case. 
Briefly, the Federal Trade Commission never 


13 “Brief Amici Curiae for Empire State Petroleum As- 
sociation, National Oil Jobbers’ Council, and member as- 
sociations,” p. 9, Federal Trade Commission v. Standard 
Oil Company, 355 U.S. ____, 2 L. ed. 2d 359 (1958). 

'* Federal Trade Commission v. Standard Oil Company, 
355 U.S. ___., 2 L. ed. 2d 359 (1958). 








rd 





seriously challenged the facts of the case as 
Standard presented them. Instead, it devised 
a legal theory which, if it had been successful, 
would have effectively removed the good faith 
defense from the statute. The Commission’s 
legal theory was rejected in 1951 by the Su- 
preme Court. A reworked version of the same 
theory was rejected again by the Court in Jan- 
uary. 

An understanding of the impact of the De- 
troit case on the oil jobber is necessary to an 
understanding of S. 11. This bill, introduced 
by Senator Kefauver, is the most recent in a 
series of bills introduced following the Su- 
preme Court’s 1951 decision. Its purpose, like 
that of its predecessors, is to reverse the deci- 
sion in the Detroit case and to remove the good 
faith defense from the Robinson-Patman Act. 
Senator Kefauver has condemned the Detroit 
case as a “loophole” in the Robinson-Patman 
Act and claims that it “nullified the whole law 
against price discrimination.” 


SENATE BILL 11 


S. 11 is a very cleverly drafted measure. To the 
casual reader it appears to confirm the good 
faith defense rather than to abolish it. The bill 
states in effect that it shall be a complete de- 
fense for a seller to show that a lower price to a 
purchaser was made in good faith to meet an 
equally low price of a competitor unless the 
effect of the price difference may be substan- 
tially to lessen competition.'® “Unless,” as used 
in this bill, is a very big word. As already men- 
tioned, under court and Federal Trade Com- 
mission decisions, it need not be shown that 


‘'° Hearings before the Antitrust and Monopoly Sub- 
committee of the Senate Judiciary Committee, 85th Cong., 
Ist sess. (Washington: U.S. Government Printing Office, 
1957), p. 4. 

'® “Sec. 2. (b) Upon proof being made, at any hearing 
on a complaint under this section, that there has been dis- 
crimination in price or services or facilities furnished, the 
burden of rebutting the prima facie case thus made by 
showing justification shall be upon the person charged 
with a violation of this section, and unless justification 
shall be affirmatively shown, the Commission is author- 
ized to issue an order terminating the discrimination: 
Provided, however, That unless the effect of the discrimi- 
nation may be substantially to lessen competition or tend 
to create a monopoly in any line of commerce, in any sec- 
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there has been or could be true competitive 
injury to establish a “lessening of competi- 
tion,” within the definition of the Robinson- 
Patman Act. Merely showing that a seller has 
charged different prices may be enough, par- 
ticularly where his customers are in competi- 
tion with each other." This being so, the true 
effect of S. 11 appears to be to permit the use 
of the “meeting competition” defense only by 
sellers who charge uniform prices. This, of 
course, means that the defense has no utility 
whatsoever. 


The Effects Explored 


It is possible to be more technical in describing 
the effect of S. 11’s language on the defense. 
Senator Kefauver and others favoring the act 
argue that the defense would survive in cer- 
tain narrow and poorly defined situations. 
However, most antitrust lawyers have trouble 
following their highly subtle reasoning. Lead- 
ing bar associations of the country have re- 
ported that the argument appears unfounded 
and that the probable effect of the bill will be 
the complete extraction of the defense from 
the statute.*® 

Although we can be sure that S. 11 will over- 
turn the Detroit case, it is not possible to pre- 
dict with certainty all of its effects upon the 
oil jobber. Even House Judiciary Committee's 


tion of the country, it shall be a complete defense for a 
seller to show that his lower price or the furnishing of serv- 
ices or facilities to any purchaser or purchasers was made 
in good faith to meet an equally low price of a competitor, 
or the services or facilities furnished by a competitor: Pro- 
vided further, That nothing contained herein shall be con- 
strued to alter the law applicable to the absorption of 
freight or of shipping charges.” 

17 See footnote 5. 

18 “Report of the Committee on Antitrust Law of the 
Chicago Bar Association,” Hearings before the Antitrust 
and Monopoly Subcommittee of the Senate Judiciary 
Committee, 84th Cong., 2d sess. (Washington: U.S. Gov- 
ernment Printing Office, 1956), p. 508; “Statement of Ed- 
ward F. Howrey, Chairman of the Committee on the 
Federal Trade Commission, Antitrust Section, American 
Bar Association,” ibid., p. 445; “Statement of Jerrald G. 
Van Cise, New York State Bar Association,” ibid., p. 414; 
“Statement of Stuart Marks, Association of the Bar of the 
City of New York,” Hearings (1957), p. 789; “Statement 
of David M. Gooder, Chairman, Section on Antitrust 
Law, Illinois State Bar Association,” ibid., p. 1337. See 
also, Carlston, “Senate Bill No. 11 and Antitrust Policy,” 
Vanderbilt Law Review, x1 (1957), 135. 
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Congressman Celler, who supported the bill in 
1956, has said that S. 11 is “very much like an 
iceberg. You can see one-fourth of the iceberg, 
but possibly three-fourths of that iceberg is 
submerged and hidden.”'’ By looking at the 
one-quarter of S. 11 that is above water, how- 
ever, we can get a fairly good idea of its po- 
tential impact. 


{| First, there is no doubt whatsoever that 
S. 11 is intended by its sponsors to enforce the 
first part of the Federal Trade Commission's 
order in the Detroit case: to divorce the oil 
jobber from the operation of retail stations. 
Senator Kefauver made this unmistakably 
clear when Jacob Citrin, a Detroit jobber, tes- 
tified before his committee in 1956. Mr. Citrin 
told the Senator: 


“I merely wanted to point out how the effect of 
this particular case, of this particular bill, could 
hurt me as a jobber and how it could hurt all 


other jobbers.” 
Senator Kefauver replied: 


“You are the one that the bill is supposed to hurt 
because it is supposed to try to prevent you 


aI 


from retailing as a jobber.” 
Senator Kefauver also said to Mr. Citrin: 


“You gasoline jobbers, if that is what you classify 
yourselves as, cannot have your cake and eat it, 
too. You cannot be a jobber and run retail serv- 
ice stations, and at the same time expect to have 
other retail customers who are in a position to 
stay in business. ... I would suggest when you 

are a jobber that you get out of the retail busi- 

ness and sell to all of your customers at the same 
price and that you not get into the retail busi- 
ness and unfairly compete with your own retail 


customers.’ 


If S. 11 has the effect that Senator Kefauver 
clearly intends it to have, the impact on the oil 
jobber will be serious. As I previously pointed 
out, many, if not all, oil jobbers engage in at 
least some retail operation. Those who do will 
be forced to sell their service stations, lease 
them to independent operators, or close them 
down. The arbitrary nature of this require- 


‘9 Congressional Record, 84th Cong., 2d sess., vol. 102, 
pt. 7 (June 11, 1956), p. 10038. 

*” Hearings (1956), p. 404. 

*! Hearings (1956), p. 408. 


ment is evidenced by the fact that jobbers who 
purchase from suppliers engaging only in job- 
ber distribution will have no such restriction 
imposed upon them. If there are business ad- 
vantages to the jobber in operating his own 
stations, he should be permitted in a free econ- 
omy to pursue those advantages without re- 
gard to the marketing practices of his supplier. 

Apart from the effect of S. 11 on the estab- 
lished jobber, consider the effect on the serv- 
ice station dealer who would like to improve 
his position and assume the jobber function. 
If he follows the traditional route of many of 
today’s most successful jobbers, he will ac- 
quire additional stations and ultimately bulk 
plant and transportation facilities. While the 
established jobber may be able to dispose of 
the retailing function, the dealer on the way 
up is forced by necessity to act as both his own 
wholesaler and his own retailer. There could 
be no more conclusive way than S. 11 to dis- 
courage initiative and enterprise. 


| Second, S. 11 may reinstate the second 
portion of the Federal Trade Commission's 
order in the Detroit case: to forbid a jobber to 
sell at less than his supplier’s tank wagon price 
on pain of bein, deprived of his margin if he 
does so. It must be admitted that this is part 
of the hidden three-fourths of S. 11; it is no 
longer certain that the Federal Trade Com- 
mission still believes this to be required by the 
Robinson-Patman Act. After fighting for 17 
years to force retail price maintenance on job- 
bers, the Commission stated in its final brief 
before the Supreme Court that it did not seek 
affirmance of that portion of the order. That 
this actually represents a change of heart by 
the Commission may be questioned, however, 
in view of the statement in the brief that it 
would pursue “other methods” to attain the 
same ends.”* 

If the jobber is required by S. 11 to tie his 
resale price to his supplier's dealer tank wagon 
price, he has lost virtually all independence 
and will be severely hampered competitively. 


22 “Reply Brief for the Federal Trade Commission,” p. 
32, Federal Trade Commission v. Standard Oil Company, 


355 U.S. ___., 2 L. ed. 2d 359 (1958). 








He must rely upon his supplier to recognize 
changes in economic and competitive condi- 
tions, since his own flexibility will be removed 
from him. If S. 11 reinstates the second part of 
the Commission’s order, a jobber could not re- 
duce his price to meet competitive offers or to 
help his dealers during a depressed price situa- 
tion unless his supplier moved first. 

But reinstatement of the second portion of 
the Commission’s order could have an even 
more serious impact on the jobber than the 
destruction of his pricing freedom. The bur- 
den would rest on the supplier to police his 
jobbers’ resale prices. If a jobber undercut his 
supplier's dealer tank wagon price, the sup- 
plier would be required to raise his price to 
that jobber or be subject to penalty. Suppliers 
cannot place control of the legality of their 
pricing in the hands of the jobbers whom they 
supply. The act may tend, therefore, to drive 
the supplier to avoid the jobber channel of dis- 
tribution and sell directly to the retail dealer 
wherever possible. Otis Ellis, General Counsel 
of the National Oil Jobbers’ Council, has said: 


“I can conceive of no better way to deliver the 
total function of petroleum marketing into the 
hands of the major oil companies and drive 
them to the utilization of commission agents 
and commission dealers than passage of this 
legislation.” * 


{| Third is a possible effect that oil jobbers 
will share with sellers in almost all other indus- 
tries. They may be deprived of the right to 
seek to hold onto a customer whom a competi- 
tor is wooing with lower prices by meeting the 
competitor's offer. In the Detroit case the Su- 
preme Court held “that Congress did not seek 
by the Robinson-Patman Act either to abolish 
competition or so radically to curtail it that a 
seller would have no substantial right of self- 
defense against a price raid by a competitor.” ** 
It is the purpose of S. 11 to remove this right of 
self-defense. 

Senator Kefauver and other supporters of 
S. 11 have contended that the jobber will not 
be subject to this penalty because the 


“* “Ellis Contends S-11 Would Harm Retailers and Job- 
bers,” The Gasoline Retailer, February 6, 1957, p. 24. 
“* 340 U.S. 249 (1951). 


SHOULD THE ROBINSON-PATMAN ACT BE AMENDED? 
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Robinson-Patman Act applies only to sellers 
engaged in interstate commerce. They have 
claimed that a jobber does a purely intrastate 
business even when he buys from an out-of- 
state refinery. This contention has been la- 
beled “dangerous” advice by a former chair- 
man of the Federal Trade Commission, who 
found no reliable assurance that the jobber’s 
sales under such circumstances would not be 
held to be interstate.” The legal opinion that 
best sums up the situation is that of Otis Ellis, 
who told Senator Kefauver that the concept of 
interstate commerce today was “as elastic as 
an old maid’s girdle.”** 


Independent Jobber Concern 


That independent oil jobbers realize the 
threat which S. 11 poses is shown by the num- 
ber of them who testified before the Kefauver 
committee or wrote to their congressmen and 
senators in opposition to the bill in 1956 and 
1957.*7 The nation’s jobbers share with Otis 
Ellis the fear that the bill “. . . would immedi- 
ately cause the elimination of some jobbers, 
would impose intolerable restraint on the ac- 
tion of most jobbers, and in the ultimate, 
would in my judgment, destroy the independ- 
ent jobber entirely.” ** 


Widespread Opposition 


The effect of S. 11 will be fully as serious for 
other businesses and businessmen as it is for 
oil jobbers. As a result, it has been opposed by 
the U.S. Chamber of Commerce*’ and by men 


25 Remarks of Edward F. Howrey before the Section on 
Antitrust Law of the New York State Bar Association, Jan- 
uary 23, 1957. 

*6 Hearings (1956), p. 343. 

*7 See the testimony of Francis J. Schuster, Executive 
Vice President, Troy Oil Company, Indianapolis, appear- 
ing on behalf of Indiana Independent Petroleum Associa- 
tion, Inc., Hearings (1957), p. 479; and “Letters of 
Russell S. Williams, Gaseteria, Inc., Indianapolis, to Sen- 
ator Capehart,” Hearings (1956), p. 647. 

*8 “Elis Contends S-11 Would Harm Retailers and Job- 
bers,” p. 24. 

*° The United States Chamber of Commerce submitted 
S. 11 to a referendum by its member chambers who voted 
to oppose the bill almost ten to one. “United States Cham- 
ber of Commerce to Oppose S-11,” The Gasoline Retailer, 
February 19, 1958, p. 1. 
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in virtually all segments of American indus- 
try.”° The principle of the bill and of its prede- 
cessors has been opposed during both Repub- 
lican and Democratic administrations, by the 
White House,” a President’s Council of Eco- 
nomic Advisors,** the Department of Justice,** 


” Following the 1957 Hearings, Senator Dirksen in- 
serted in the Congressional Record a list of individuals 
and associations who either opposed or supported S. 11 
during the Hearings. The list showed 57 opposed to the 
measure and only 18 in favor. The list did not include those 
who wrote their congressmen in opposition to the measure. 
“Lists Backers, Opponents of S-11 Measure,” The Oil 
Daily, April 16, 1957, p. 2. 

‘! Congressional Record, 83d Cong., 2d sess., vol. 100, 
pt. 1 (June 22, 1954), pp. 8561-62; Congressional Record, 
Slst Cong., Ist sess., vol. 95, pt. 7 (July 6, 1949), p. 8989. 

‘2 1948 report of President Truman’s Council of Eco- 
nomic Advisors, quoted in Hearings (1956), p. 162. 


and the Department of Commerce.* In view 
of such widespread condemnation, one may be 
lulled into a false sense of security. This would 
be a grave mistake, however. Those who sup- 
port the bill claim that it will help the small 
businessman and that small businessmen 
favor it. Congressmen and senators who are 
not informed to the contrary may be fooled by 
such statements. Unless small businessmen in- 
form their legislators of their opposition to it, 
the bill may be enacted during this Congress. 


33 “Testimony of Stanley N. Barnes, Assistant Attorney 
General,” Hearings (1956), p. 688; “Testimony of Victor 
R. Hansen, Assistant Attorney General,” Hearings (1957), 
p. 826. 

+4 “Statement of Frederick H. Mueller, Assistant Secre- 
tary of Commerce,” Hearings (1956), p. 344. 


” 
I wo powers are necessary to the existence and preser- 


vation of free States: a power on the part of the ruled to prevent 


rulers from abusing their authority, by compelling them to be 
faithful to their constituents, and which is effected through the 
right of suffrage; and a power to compel the parts of society to be 
just to one another, by compelling them to consult the interest of 
each other—which can only be effected . . . by requiring the con- 
curring assent of all the great and distinct interests of the com- 
munity to the measures of the Government. This result is the sum- 


total of all the contrivances adopted by free States to preserve 
their liberty, by preventing the conflicts between the several 


classes or parts of the community. 


—John C. Calhoun 


“A Disquisition on Government” 








Too many policy sessions on packaging 
waste valuable time on minor decisions. 
If the final choice of package is to be 
based on more than a blue-skies hunch, 
some guide for judgment must be 
available. Here an experienced packager 
outlines just such a basic 

packaging theory. 


WILLIAM R. MASON 


A THEORY OF 


decisions, usually on questions of graphic art, 
rather than this basic judgment. 

The packager may accept as a guide, when 
making basic decisions on product “mix,” that: 


The major purpose of any package is to 
influence or control the location of prod- 
uct storage within the marketing channel. 


“Storage,” as I am using the term, means the 
holding of goods for future use at any level 
along the marketing channel, including the 
level of the ultimate consumer. Even at the 
ultimate consumer level, the product may be 
stored in several places—sugar, for example, 
may be stored on a shelf or on the table. The 
packager is interested in getting the bulk of 


PACKAGING IN THE MARKETING MIX 


[" IS AXIOMATIC that the job of packaging is 
to sell. But after that banality has been 
voiced, what guides to management judgment 
—what theories, if you will—influence the 
choice of a package? 

This article is not a check list of features 
that should be built into a package, but a 
rough guide to basic judgments management 
must bring to bear in its choice of packaging 
before the particulars of type face, combina- 
tion of colors, package count, or printing 
method are up for decision. 

The critical judgments that must be made 
on the packaging choice concern the “mix” of 
packaging attributes best able to perform, in 
different degrees, the particular functions of 
the package that are believed to be important 
to sales. The basic judgment in choice of pack- 
aging is “What jobs should the package do, 
and how completely should it do each?” The 
answers to the lesser decisions can fall into 
place once the “mix” of desirable packaging 
attributes has been determined, once the as- 
signment of basic functions desired of the 
package has been made. Frequently, too much 
effort and time are devoted to making lesser 


his product’s storage as near as possible to the 
point of ultimate use. 


The functions of the product’s package are: 
e Protecting the product 

e Adapting to production line speeds 

e Promoting the product 

e Increasing product density! 

e Facilitating the use of the product 

e Having re-use value for the consumer 


The performance of a package in the first 
two of these basic functions is relatively easy 
to measure through physical testing proce- 
dures. And, because it is comparatively easy 
to evaluate the degrees to which these func- 
tions are fulfilled by any package under con- 
sideration, such measurement is very common. 
Today, it must be a rare package that reaches 
its market without being rated objectively on 
its degrees of protection and production line 
adaptability. However, these ratings seem to 
be applied too often without consideration of 
the package’s ability to fulfill its other possible 
functions. 


' That is, increasing the ratio of product volume to pack- 
age volume. 
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There are four other major jobs that the 
package can do at least partially; these should 
be assigned priority by company manage- 
ment, but often they seem to be neglected. 

All packages have the opportunity to per- 
form, at least partially, each of these functions. 
But it is an unusual package that performs 
each to the same degree. That the package 
gives a superior performance of one function 
does not necessarily mean that it will give a 
superior performance of another. Because he 
needs to choose a package, the packager, 
whether he recognizes it or not, must assign 
priorities to the value of each of these func- 
tions to further his product’s sale and use. 

To illustrate, it is usually easy to create a 
package that has uniquely promotable fea- 
tures quite aside from graphic arts; that is, 
a package that could eminently perform the 
promotional function. But something else has 
to give. Using such a package may require 
sacrificing a good job in one of the other areas, 
for example in adaptability to production line 
speeds or in failure to increase package den- 
sity. In like fashion, it is frequently possible to 
build a feature facilitating product use into a 
package—but not always without sacrificing 
some measure of product protection. 

After all, when a package is criticized as a 
poor sales- or use-builder, it can be criticized 
fairly only when its performance of each of 
the basic functions is evaluated. A product 
may seem “overpackaged” simply because the 
packager’s assignment of priorities differs 
from the critic's. 


INTERRELATIONSHIPS 


Let's examine in a little more detail the way 
each function impinges on the others: 

{| Protecting the product. Beyond the re- 
quirements imposed by various governmental, 
carrier, and trade practice rulings, there usu- 
ally are a substantial number of alternatives 
open to management with regard to product 
protection—even during the period when the 
product is in its distribution channel. To illus- 
trate, even though a carrier ruling may require 
the product's 24-count carton to have a mini- 
mum corrugated fiberboard strength of, say, a 


100-pound test, a company’s management may 


choose board that meets more severe tests in 
order to permit higher stacking or use of mech- 
anized materials-handling equipment by cer- 
tain important handlers at various levels in the 
product’s distribution channel. Accordingly, 
in such a situation, an opportunity to tailor the 
product’s package to its product-protection 
job alone is relinquished because of a desire to 
better the package’s performance of its 
density-increasing and promotional jobs. 

But perhaps a more important range of 
product-protection considerations occurs at 
the time of product use—especially when the 
product is partially used. How much protec- 
tion should the bread wrapper give a partially 
used loaf of bread? Will incorporating the use- 
facilitating features of a pouring spout or a 
tear tape opening require yielding too much 
product protection? 


| Adapting to production line speeds. Some- 
times the operating speeds of packaging 
equipment do not match the speeds of other 
equipment in the production line. Until re- 
cently, for instance, the normal operating 
speeds of wrapping machinery that would 
handle polyethylene film did not match the 
normal production line speeds for many prod- 
ucts. Two or more wrapping machines were 
often required in a production line, and the re- 
sults were poor space utilization, greater capi- 
tal investment, and sometimes greater labor 
costs. As an alternative to these wastes, the 
packager “made do” with other types of film 
that could be handled by high-speed wrap- 
ping equipment but lacked some of polyethyl- 
ene’s protective attributes. New types of wrap- 
ping machines have largely corrected this 
situation. But the point is that the freedom of 
the packagers to better their packages’ pro- 
tective attributes was limited. 

The question of a package’s adaptability to 
production line speeds, however, usually crops 
up before the package is actually used. The 
packager’s advertising agency or his sales de- 
partment suggests a new package with striking 
promise of being able to fulfill the promotional 
or use-facilitating function better than current 
packaging; but, upon analysis, the suggested 
new package is found to require either slow- 
downs in production line speeds or investment 
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in new packaging equipment. The company’s 
management is then obliged to judge whether 
or not the suggested package's better perform- 
ance of the promotional or use-facilitating 
functions justifies the slower line speed or the 
different packaging equipment. 


{| Promoting the product. Features may be 
built into a package which are promotable to 
consumers, to customers, and to intermedi- 
aries in its product’s distribution channel. But 
sometimes a feature desirable for promotion to 
one of the three is not desirable for one of the 
others. Features that minimize a retailer's loss 
or pilferage are, presumably, important to 
him; but they are not necessarily of any inter- 
est to consumers. Features that minimize a 
consumer's embarrassment at purchase can in- 
crease a retailer's stacking or display difficul- 
ties and make inventory control more trying. 

Even granting a package feature that is pro- 
motable regardless of level in its product's dis- 
tribution or use, incorporation of the feature 
into the package frequently requires sacrific- 
ing some good package performance of one of 
the other basic package functions. For exam- 
ple, a gift-wrapped set-up box complete with 
nosegay of artificial flowers is a highly promot- 
able candy package, as is a rigid plastic, re- 
usable package for razors that is large enough 
to hold a fishing lure. But both packages sac- 
rifice density for better promotion. 


{| Increasing product density. This seems to 
be the area where the packager’s sales depart- 
ment on the one hand, and his purchasing and 
production departments on the other, are most 
often in disagreement about the choice of 
packaging. Except on those occasions when 
the sales department recommends yielding a 
package’s higher density in order to improve 
its promotional value, the sales department is 
usually advocating increased package density. 
It improves relations with carriers; it permits 
better utilization of space throughout the dis- 
tribution channel, thus encouraging fuller in- 
ventory stocks in the pipeline; and it permits 
more units to be displayed per assigned run- 
ning foot of self-service display space. But it 
frequently slows production line speeds and 
increases per-unit packaging cost. 

Usually this issue turns on package shape. 








The cylinder, for instance, is an efficient pack- 
age shape for liquids; a given measure of liq- 
uid can be packaged cylindrically with less 
material than is necessary for any rectangular 
container holding the same amount of liquid. 
But the normal 12-count (3 X 4 put-up) layer 
of a 24-count carton will occupy significantly 
less shelf space if it holds rectangular pack- 
ages rather than the same number of cylindri- 
cal packages with the same amount of liquid. 
But bettering a package's performance of 
its density-increasing: function can inhibit 
good performance in other areas too. The den- 
sity of many candy packages, for instance, 
could be improved significantly, but not with- 
out loss of their value as items specifically 
tailored for re-use as sewing baskets or cookie 
tins. Increasing density could also lessen the 
package's value as a promotional vehicle or as 
a promotable item in itself. Package designers 
seem better able to build points of brand dif- 
ferentiation into a 12-ounce beer bottle than 
into the higher-density 12-ounce beer can. 


{| Facilitating the use of the product. Ex- 
cluding changes in the graphic art of packages, 
most package changes in recent years have 
been in facilitating the product’s use. All the 
changes to tear tapes, pouring spouts, squeeze 
bottles, aerosol cans, and so forth would have 
to be included here. And, as is obvious to any- 
one exposed to the mass advertising media, 
bettering the package's fulfillment of this 
function has proved to be a means of bettering 
the package's performance in promotion. 

In many cases, however, where the use- 
facilitating function of a package has been im- 
proved, a case can be built that some degree of 
product protection has been sacrificed. And, 
bettering the package's use-facilitating job 
sometimes means relinquishing some package 
value as a re-use container for the consumer. 
The flow of a viscous liquid perhaps can be di- 
rected a little more accurately or easily from 
the mouth of a narrow-necked glass jar than 
from a tin can, but packaging the liquid in the 
glass jar means sacrificing the protection 
against impact provided by the tin can. The 
tear tape makes a corrugated carton easier to 
open but, for many purposes, lessens its value 
as a re-usable container. Some shaker openings 
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make cleanser or spice packages easy to use 
but, once used, leave the product exposed. 

{| Having re-use value for the consumer. 
Perhaps the competition of the various func- 
tions of the package for recognition by com- 
pany managements is most apparent in this 
area. In recent years, according much recogni- 
tion to this function of the package seems not 
to have been in vogue. Typically, designing a 
package to do its other jobs well has meant 
slighting its re-use value—the previous illus- 
trations of candy and razors notwithstanding. 
A package's re-use value generally has suf- 
fered with successive changes unless its re- 
usability has been very promotable. 


THE PRINCIPLE, THE 
COROLLARY, AND RECENT 
TRENDS 


How does management know whether it is better to 
sacrifice a measure of product protection for a more 
promotable package or to build a use-facilitating at- 


tribute into the package instead of a _ density- 


increasing attribute? 

Assuming that two “mixes” are in conflict or 
partial conflict, management may find the an- 
swer by deciding which will be more likely to 
push product storage as far from the packager 
as possible. This is, of course, another way of 
saying that the basic purpose of a product’s 
package should be as much as possible to max- 
imize product inventory near the point of use 
or possible use. If neither “mix” holds promise 
of increasing product inventory at the point of 
use, does either hold promise of increasing 
product storage at the next level back from the 
point of use? If neither “mix” aids in getting 
the product stored on the dining-room table, 
does either help in getting more of the product 
inventoried on the kitchen shelves? If neither 
helps there, which encourages the greater 
amount of well-placed open display at retail? 
If it is a tie between the two package “mixes” 
at this level, which of the two has promise of 
encouraging the greater retailer inventory— 
regardless whether in open display or not? 

It follows, then, that the most successful 
package changes are those whose impact is 
greatest at a level in the product’s marketing 
one step forward from the level currently stor- 
ing the channel's largest share of the product. 


Most recent packaging changes can be un- 
derstood a little better if viewed against the 
backdrop of these generalizations. Interest- 
ingly, they explain current trends in package 
design that, on the surface, seem to be running 
in opposite directions. For instance, recently 
some company managements have been in- 
creasing package size or package count. Other 
managements have unit-packaged, lessened 
package size, or reduced package count. But 
both apparently contradictory approaches 
have the same purpose—to maximize product 
inventory as close to a point of use as possible. 
Let’s examine a few recent package changes 
in light of these generalizations (I am refer- 
ring to those changes that typically affect more 
than just the package's graphic art): 


| Changes involving package size or count. 
Proprietary medicine, soap powder or deter- 
gent, beverages, and toilet tissue are among 
those widely distributed consumer products 
whose recent package changes have included 
addition of “king” or “giant economy’ size 
packages to their lines. Table salt, facial tissue, 
crackers, and cereal on the other hand are 
among the items, distributed in large part 
through the same marketing channel, which 
have added smaller-size packages or “unit- 
ized” packages to their lines. In each case, pro- 
motion turning on “convenience” to the user 
frequently has accompanied the introduction 
of the new package size. Where the move has 
been to increase the package size, packagers 
are trying to encourage the consumer to main- 
tain inventories of their particular brands far 
in excess of the consumer's normal needs for 
the product during any reasonable time span 
between shopping trips. In effect, the pack- 
agers are trying to move a greater share of 
their channel's total storage function closer to 
the point of use—from retailer to consumer in 
this particular illustration. Where the move 


has been to lessen package size, it is apparent 
that the packagers are trying to move storage 
location further forward: to get facial tissues 


into purses as well as on the vanity; to get 
brand-identified salt on the dining-room, 
breakfast, Tv, or barbecue table as well as on 
the pantry shelf; to get half a dozen varieties 
of cereal in the home rather than in the store 
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in anticipation of a family’s vacillating de- 
mands. Again, the packagers are trying to 
move a greater share of the channel's total 
storage closer to the point of use. 

{ Changes involving package shape. Ice 
cream and milk, in both powdered and liquid 
forms, are examples of items that have been 
undergoing changes from cylindrical to space- 
saving rectangular packages. In part, at least, 
the change has been precipitated by increased 
recognition of the marketing channel's limited 
capacity to store items under refrigeration and 
of its eagerness to husband its shelf space. In 
effect, the change permits a greater share of 
the inventory to be moved forward. 

{ Changes involving packaging materials. 
This is the area where packagers’ desires to 
push storage forward probably have been 
most apparent. And, incidentally, it is in this 
area that the lie is put to the belief that a pack- 
age’s prime job is protection of the product. If 
product protection were the prevailing con- 
sideration, few if any of certain kinds of 
change in packaging materials would ever 
have taken place. For example: 

a Changes from opaque to transparent 
materials usually have been repre- 
sented as irrefutable evidence of the 
packagers good faith in allowing his 
customers to see his product. Under- 
standably, the suppliers of transparent 
packaging materials have done what 
they could to further this impression. 
But conversion from opaque to trans- 
parent packaging typically has meant 
something else as well; It has been a 
means of obtaining favorable open dis- 
play shelf space at retail, where the 
product could be seen by the consum- 
ers. In effect, it has meant moving part 
of the storage function forward in the 
channel from concealed storage or low- 
traffic locations to prominent, high- 
traffic locations. Small wonder that 
such a premium has come to be placed 
on transparency—even for products 
not especially attractive to the eye. 

b Changes from rigid to flexible materials 
have almost always meant relinquish- 

ing some measure of product protec- 


tion—and the recent changes from rigid 
to semirigid or flexible packaging are 
legion. The changes, while requiring 
some loss of product-protection value, 
typically have given the product an es- 
pecially promotable package, one with 
conspicuous promise of moving prod- 
uct storage closer to a point of use. 


| Changes involving addition of “ease-of- 
opening’ or “ease-of-use” attributes. I believe 
that, where they have been successful, pack- 
age changes incorporating this kind of feature 
have tended to move product storage increas- 
ingly closer—however slightly—to the point of 
use. Typically, the movement of storage ef- 
fected by such “ease-of-opening” package 
changes has not been at the consumer level in 
the product’s marketing channel; it has been 
at the retail level. Perhaps it could be argued 
that the extremely successful rigid flip-top 
cigarette package has helped move the smok- 
ers storage of his cigarettes a little closer to 
the point of their use, but the main value of 
the package with regard to its movement of 
product storage has been at the retail level. 
The package, again, was a means of obtaining 
a good, high-traffic position in open display for 
the particular brands of cigarette that pio- 
neered this packaging change. It was some- 
thing distinctively new that could be pro- 
moted to the marketing channel itself—quite 
aside from its being amenable to use in effec- 
tive promotion to smokers—for brands not 
having so extensive or complete retail inven- 
tories as those enjoyed by more popular 
brands. 

In summary, the choice of a product’s pack- 
age, no less than the choice of the total selling 
effort brought to bear on the product, has to 
represent a reconciliation of a variety of func- 
tions, each of which has potential merit in fur- 
thering the sale of the product, but all of which 
are, in part at least, mutually exclusive. 

The most successful reconciliation will be 
the one that, to return to our original axiom, 
produces the most sales. It will emphasize that 
function which pushes the bulk of product 
storage one step farther along the marketing 
channel and one step closer to the ultimate 
consumer. 





















































































































































































































































































STANLEY N. JONES 


(5 RAIN MARKETING is the number one eco- 
nomic problem on the North American 
continent. The greatest distress results from 
the sale of wheat under the impedimenta of 
government regulation. Wheat control in Can- 
ada is the primary example of inept intrusion 
230,000 farm 


families on the prairies and thousands of peo- 


into the business affairs of 


ple in the grain business in Canada and 
abroad. The fortunes of nearly all Canadian 
consumers and taxpayers have been directly 
or indirectly impaired. 

It has been said that citizens of the United 
States, farm folk or city 
dwellers, sometimes feel that the complexity 


whether they are 


of the agricultural situation in their country is 
without parallel. This feeling may prevail be- 
cause they know very little or perhaps nothing 
about how Canada too has had to grapple with 
surpluses and pricing. Some background will 
establish the basis for evaluation of the present 
Canadian situation and outlook. 

The area in which Canada’s hard spring 
wheat is grown is delineated in the above map 
showing the bread basket of Canada, a fer- 
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tile triangle with its 850-mile base along the 
International Boundary and its altitude ex- 
tending northward for 500 miles to the Peace 
River country. About 60 per cent of the 65 mil- 
lion cultivated acres within it is today sown to 
grain on 234,000 farms, manned by a farm 
population of about 1.3 million. The east- 
ern gateway of this agricultural empire is Win- 
nipeg, the home of the Winnipeg Grain Ex- 
change. 


HISTORY OF GRAIN PRODUCTION 
IN CANADA 


Grain production began in western Canada in 
the vast prairie provinces when the Selkirk 
Settlers arrived in 1812 from Scotland, via 
and settled on the banks of the 
These 


Hudson Bay, 
Red River. 


by land-seekers from 


early pioneers were joined 
eastern Canada, the 
United States, and all other parts of the world. 
Production of wheat increased on land well 
suited to its growth, and with increased pro- 
duction, private dealers and farmer groups 
met the marketing problem by developing 
handling facilities at every village, town, and 
They later organized into 
larger private companies, and into farmer- 
owned and -operated associations. 


railway siding. 
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The First Regulations 


In 1887, the Winnipeg Grain Exchange was 
established when storage facilities west of the 
Great Lakes had increased to 7.25 million 
bushels. Grain marketing and storage were es- 
sentially unregulated in Canada until 1899, 
when the Manitoba Grain Act provided for a 
Warehouse Commissioner who would exercise 
supervisory control over country and terminal 
elevators. This Act became law more than 25 
years after the enactment of the Granger Laws 
in the U.S. grain states of the Middle West. 

By the year 1900, Canada was established 
in world markets, as her relatively large pro- 
ducing and small consuming capacity necessi- 
tated export outlets for wheat. 

Numerous farm organizations developed in 
the areas of Saskatchewan, Manitoba, and Al- 
berta. These and later associations were not 
only active in the organized grain trade and 
the membership of the Winnipeg Grain Ex- 
change, but became progressively more im- 
portant politically. The futures contract mar- 
ket was added to the Winnipeg Grain 
Exchange in 1904. Expansion of wheat pro- 
duction and related problems led to a revision 
of government regulations; and, in 1912, the 
Manitoba Grain Act was renamed the Canada 
Grain Act, giving wide powers to a Board of 
Grain Commissioners, which superseded the 
Warehouse Commissioner. 

World War I brought stringent control of 
grain prices and suspension of the Winnipeg 
market. During the two years following June, 
1917, a Board of Grain Supervisors exercised 
strong price controls, which held quotations 
within a range of $2.17 to $2.40 per bushel. 
The free market was reopened on July 21, 
1919, because the government apparently be- 
lieved prices would fall. They moved the other 
way, however, and the market was closed a 
second time after an advance of $.25 per 
bushel. The first compulsory wheat board was 
then set up, guaranteeing a minimum of $2.15 
per bushel basis in store Fort William or Port 
Arthur. In 1919, Canadians received $2.63 per 
bushel, while prices were over $3.00 in the 
United States and about $4.00 in Britain. 


Growers logically concluded that controls had 
benefited consumers rather than producers. 


The Pool Debacle 


Although there had been much dissatisfaction 
with the prices that Canadian farmers re- 
ceived during the operation of the wartime 
boards, many farmers believed that the idea 
of wheat boards was fundamentally a good 
one, but that they should be marketing rather 
than purchasing bodies. A period of declining 
prices, after the reopening of the Winnipeg 
market on August 19, 1920, caused various 
producer groups to search for new means of 
improving the results of wheat marketing. Ef- 
forts to re-establish a wheat board as a statu- 
tory monopoly were unsuccessful, and farm 
organizations turned to cooperative action 
which culminated in the Pool Movement. This 
began in 1923 with the formation of the Al- 
berta Pool and was followed in 1924 by the 
establishment of the Manitoba and Saskatche- 
wan Pools. A central selling agency repre- 
sented the three in Winnipeg with member- 
ship on the Exchange. 

Under the new arrangements, farmer sup- 
porters of the plan voluntarily signed contracts 
to deliver all their wheat to the Pool for a term 
of years. The management of the Pool then 
had the task of selling the pooled wheat at 
what it regarded as satisfactory market prices. 
Aided by a high world demand, the system 
continued in operation until 1929, when in the 
face of competition the management with- 
held its offerings because it concluded that 
prices ranging from well over $1.00 up to $1.74 
were too low. Surpluses in the hands of the 
Pools piled up in country and terminal ele- 
vators. Withholding of supplies from the mar- 
ket invited retaliation in the form of tariffs and 
restrictions imposed by importing nations; 
world-wide wheat trade was disrupted with 
heavy losses to participants in the Pools. 

Ultimately, the government entered the 
market once again in this way. Grain prices 
dropped precipitously in 1929, and banks 
called for margins on unhedged wheat held 
against loans for Pool account. The money 
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was not forthcoming. Provincial governments 
then guaranteed the accounts; but further 
price breaks caused these governments to ask 
for federal assistance, and the government of 
Canada assumed the guarantees. Stabilization 
measures were undertaken by the federal gov- 
ernment for five years without success but 
with an increase in the carry-over of wheat and 
at a cost to the taxpayer. Farm leaders in Can- 
ada strived for a compulsory marketing 
agency, blaming difficulties of the pools upon 
the lack of monopoly control of wheat deliv- 
eries. 

Because of persistently low prices, compul- 
sory marketing legislation was introduced, re- 
sulting, after deletion of the compulsory fea- 
ture, in the enactment of the Canadian Wheat 
Board Act of 1935. 

A board was set up to’administer a guaran- 
teed floor price, which gave the producer the 
choice of delivery of his wheat to the Board, 
with receipt of the guaranteed price plus a 
participation certificate which entitled him to 
any further return, or of selling his wheat in 
the open market. The Board was further 
charged with responsibility for disposing of 
the carry-over of wheat that resulted from the 
Pool debacle and subsequent stabilization op- 
erations of 1930 to 1935. Between 1935 and 
1943, the Wheat Board operated as a volun- 
tary agency, using all facilities of the private 
marketing channels. National price support 
was necessary to the extent of approximately 
$100 million. 


Wartime Emergency Powers 


Wartime controls were comprehensive, and on 
September 27, 1943, the futures market was 
closed for the third time in its history with the 
price of October wheat at $1.23%. Submission 
to the controls was complete in the national 
emergency, though there was some dismay 
over freezing prices at what was generally re- 
garded as depressed levels. 

Grain prices outside of Canada moved up- 
ward, and independent farmers hoped that 
upon cessation of hostilities they would have 
an opportunity to participate in the advancing 


market. However, marketing freedom did not 
come, and in July, 1946, an agreement was 
consummated between Canada and Great 
Britain for the sale of 600 million bushels of 
wheat over a period of four years at prices con- 
siderably below world values. The transaction 
was made with the consent and upon the de- 
mand of farm organizations. Representatives 
of the Winnipeg Grain Exchange protested 
the transaction, asserting that the price ar- 
rangements were inadequate and that the cost 
of the price concessions should be a charge 
upon the treasury of Canada and not upon the 
grain producers in the prairie provinces. 

With the conclusion of this agreement, 
wheat producers realized that they had been 
prevented from participating in the greatest 
sellers’ market in the history of the world. One 
farm group estimated that the wheat was sold 
for $630 million less than its intrinsic market 
value. As a sop to these claims, some $65 mil- 
lion was distributed by the Treasury to prairie 
growers. 


Emergency Controls Become Legislation 


The wartime emergency powers were written 
into grain legislation in 1947 by amendments 
to the Act of 1935, and controls were extended 
in 1949 to oats and barley. Far-reaching con- 
trols extend to elevators, railroads, and to pro- 
ducers, for no one may deliver or sell any kind 
of grain to an elevator, feed plant, or mill un- 
less he possesses a permit book issued by the 
Board. No person without Board permission 
may load grain into a railway car that has not 
been delivered under permit. The Board thus 
enforces a quota control over deliveries, 
whether the grain concerned is under the 
Board's control or not. The Board may specify 
acreage. It has power to prohibit the delivery 
or withdrawal of grain by any elevator, feed 
mill, or other mill. In addition to its powers of 
prohibition, it has the authority to require any 
kind of grain to be delivered into railway cars 
or vessels and can allocate cars for grain ship- 
ment. The Board can sell or dispose of grain 
acquired at such prices as it considers reason- 
able with the object of promoting the sale of 
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grain produced in Canada. Ostensibly, the 
Wheat Board Act is in the interest of the pro- 
ducer but in its terms is subject to regulations 
and modifications, which means Orders in 
Council made by the Cabinet. Thus, other in- 
terests of the government may override inter- 
ests of producers and marketers of wheat. 


Recent Legislation 


Controls over marketing were extended, 
under pressure from farm groups, when the 
country participated in the first International 
Wheat Agreement. Canadian wheat contin- 
ued to move at lower than world prices until 
1953, when buyers became arbiters of world 
values. Subsequent international agreements 
failed to stabilize wheat prices as exporting na- 
tions competed against each other in a buyers’ 
market. Canada persisted in withholding 
wheat for a price; as a result, surpluses 
mounted from 217 million bushels on July 31, 
1952, to 723 million bushels on July 31, 1957. 
A large part has remained in the possession of 
the farmer on his farm. 

Carrying charges were borne by the prairie 
producers until 1955, when the Treasury as- 
sumed a share. Payments in the first crop year 
were $32 million, and the amount has been 
expanding. 

Two new pieces of legislation fail to strike 
at fundamentals of the wheat problem. Grain 
producers in the three prairie provinces may 
now obtain a cash advance—with no interest 
charge—against future deliveries of the princi- 
pal grain crops. The advances, their limits re- 
lated to the size of farming operation and to 
a ceiling of $3,000 in any case, are obtained 
through the country elevator to which the pro- 
ducer normally delivers his grain. The other 
legislation, fulfilling an election promise of the 
Conservatives, specifically excludes grain pro- 
duced in the prairie provinces and accords 
price supports to nine agricultural commodi- 
ties at not less than 80 per cent of the preced- 
ing ten-year average of market prices. Wheat, 
oats, and barley produced in the prairie prov- 
inces come under the initial payment guaran- 
tee tendered by the Canadian Wheat Board. 






TODAY’S WHEAT PROBLEM 


Examination of today’s wheat situation reveals 
that on July 31, 1957, a total of 723 million 
bushels of wheat remained in Canada in com- 
mercial positions (on farms and in country 
elevators, terminals, mills, and processing 
plants ). The subsequent harvest of 350 mil- 
lion bushels, added to the carry-over, brought 
total supplies to more than 1 billion bushels. 

Between August 1, 1957, ard April 23, 1958, 
estimated disposals amounted to 261.9 million 
bushels, leaving on hand some 811.1 million. 
This is the size of the Canadian wheat surplus, 
a condition developed during more than a dec- 
ade of postwar state control of marketing. 

It has been said that drought and other crop 
damage can ultimately solve the problem. 
True, drought and other natural adversities do 
affect yield; but, as a solution, these are inade- 
quate, and they cannot remedy the farm in- 
come situation. The frustration of the grain 
grower, as farm income decreases while other 
incomes make gains, would be intensified if 
the prairie crop were to fail. No, drought is not 
the answer. 

The figure for the world’s current wheat 
production is higher than for prewar levels. 
Expanded wheat acreage is common in former 
deficit-producing areas of the world. How- 
ever, growing populations and a mounting 
concern for hungry people have contributed 
to an increase in world demand. World wheat 
trade has almost doubled in volume since the 
years between the two world wars, when an 
average of 600 million bushels was marketed 
annually. These are the figures for succeeding 
periods: 


YEAR WORLD TRADE 
(bushels) 
1947-54 (average) 0.9 billion 
1955-56 1.1 billion 
1956-57 1.2 billion 


Between the wars, when the open market 
was the price arbiter, Canada supplied 40 per 
cent of total world exports, and there was at no 
time a burdensome carry-over on hand; farm- 
ers were able to deliver their grain at country 
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points in any quantity, at any time, and receive 
spot cash for it. Today, in a vastly enlarged 
trade, Canada’s share has dwindled to a mere 
25 per cent of the total while the nation con- 
fronts the largest stockpile in history, a con- 
siderable portion of which is stored on farms. 


U.S. Policy Blamed 


Discussions of the surplus disposal plans of 
the United States are heard on every side, and 
that country’s actions have been blamed in 
varying degrees for Canada’s shrinking mar- 
ket. Although American sales policy looms 
large in the world wheat scene, it is certainly 
not wholly responsible for Canadian difficul- 
ties, nor can the failure of the marketing 
method to retain customers be excused on that 
count. 

Certain prairie farm spokesmen condemn 
the United States program in every particular. 
Others admit the merit of gifts to needy peo- 
ples, provided that the terms under which the 
gift is made do not require that the donor na- 
tion be favored in the event of purchases at a 
later date. The grain trade’s main objection is 
to subsidized dumping in ordinary commer- 
cial markets, a practice historically frowned 
upon in international trade circles. 

Although many of the critics find fault with 
the American plan, it is evident that an exami- 
nation of the shortcomings of Canadian mar- 
keting policy is also in order. 





Canada’s Sales Shrink 


Canada’s exports in 1956-57 were almost 60 
million bushels less than in 1955-56, while the 
United States shipped, in the same period, 530 
million bushels, almost 185 million more than 
in the previous year. Canada’s share of the 
foremost import market in the world, the 
United Kingdom, has slipped from 92 per cent 
of the import total in the crop year 1945-46 to 
only 50 per cent in 1956-57. These percentages 
represent a drop from 160 million bushels in 
1946-47 to less than 90 million last year, a 
quantity lower than British purchases in sev- 
eral depression years. 
















Since most of Canada’s wheat crop must be 
sold on the world market, world values will be 
the determining factor in pricing that wheat. 
For the past five years, Canada has produced 
only 7 per cent of the world’s wheat supplies; 
therefore, she does not enjoy a monopoly and 
cannot exercise the most important of monop- 
oly’s prerogatives—the fixing of price—in sell- 
ing her wheat to the world. 

The Central Selling Agency and the wheat 
stabilization measures (trading experiments 
described previously) demonstrated clearly 
that overseas buyers must be convinced of the 
economies to be gained by importing Cana- 
dian wheat if sales abroad are to be maxi- 
mized. In the absence of such economies, they 
will seek other sources of supply, produce 
more domestic wheat, or turn to substitutes of 
one kind or another. 

The choices have apparently been made in 
the United Kingdom market. A survey of that 
market, conducted by the Winnipeg Grain Ex- 
change, revealed a majority British opinion 
that provision of a futures market would in- 
crease purchases of Canadian wheat. Alterna- 
tives to this hedging facility have been offered 
by the government agency; although better 
than nothing, they cannot protect against 
price change. This protection, required by 
purchasers at home and abroad, would be ade- 
quately provided by open market operation. 
This disregard for the customer's needs and 
wishes has not been conducive to the expan- 
sion of trade. 





Proposals for a New Policy 


In western Canada, quite definite views are 
expressed as to the form grain sales policy 
should take. There are those who will argue 
for a compulsory government board and noth- 
ing more. Some favor a producer's type board 
as the selling agency. Many others contend 
that the free market is the best form for a sell- 
ing process. To a goodly number the Form is 
the thing. They are much more concerned 
with the ror the policy will take than with 
the function it will perform. 

It would appear that this matter of form for 
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form’s sake has become of major importance 
to far too many people interested in grain mar- 
keting in Canada, and they are not enough 
concerned with what grain marketing is to do. 
The tendency has been to choose sides—free 
market versus board market or coercion versus 
freedom of choice—to the point where the true 
purpose of marketing has been obscured. The 
fundamental aim of the marketing process is 
one held in common by advocates of free mar- 
kets and by supporters of compulsory boards. 
This aim is to sell the prairie farmer’s product 
in the greatest volume at the highest possible 
price for the grower and at the smallest possi- 
ble cost to him. 

However, a policy or device designed to sell 
grain in highly competitive markets cannot be 
expected to perform certain other functions 
that are far removed from the selling opera- 
tion, such as the equalizing of income for pro- 
ducers, which the present method attempts to 


do. 


Two Problems Seen 


The grain trade as represented by the Winni- 
peg Grain Exchange has come to a definite 
conclusion in this respect. It believes that 
there is not one problem but two and that they 
must be divorced from each other. There is 
the sociological problem of adequate income 
guarantees and security measures for agricul- 
ture; there is also the marketing problem of 
insuring efficient selling on world markets. 

The marketing process has been expected 
for too long to do two jobs: to dispose of wheat 
and other grains and at the same time guaran- 
tee a minimum price to farmers. No group of 
men, large or small, governmental or private, 
can perform these two tasks with one vehicle. 
The farmer should have a basic price guaran- 
tee that will keep him solvent, yet not encour- 
age him to produce for the government rather 
than for market demand. It should guarantee 
that the efficient farmer on productive land 
can remain in business. 

This cannot be done by fixing an artificial 
price to the consumer, for it could be too high 
in relation to world values to perform the most 
important job of pricing—moving wheat into 


consumption. This has been the method em- 
ployed, and price has been prevented from 
performing its function. That is the reason the 
marketing problem has not been and cannot 
be solved by the single treatment of trying to 
fix prices arbitrarily. The necessary attribute 
of flexibility is removed from marketing at the 
selling stage, resulting in sales declines and 
the building up of surpluses that continue 
to depress world prices. Whatever the form of 
support may be, it should be divorced from 
the marketing process, thereby permitting the 
product to enter the stream of distribution and 
eventually reach its goal—the consumer. 

If Canada is to sell three-fourths of her 
wheat in world markets, world values for 
wheat will be the determining factor. It fol- 
lows that if the companion problem of ade- 
quate income guarantees for farmers is to be 
solved, the impact of declines must be spread 
throughout the whole economy and not be al- 
lowed to fall upon the producer alone, as it 
has since the end of the war. 


THERE IS, then, the need for government pro- 
grams to give farmers a measure of security at 
least comparable with existent guarantees to 
industry and to labor. There is also the greater 
need for a highly efficient marketing process 
and method that will move wheat into con- 
sumption. The management of price cannot 
satisfy these two vital needs. The disposal 
problems of earlier days were solved in each 
case by a return to the full use of the facilities 
of the market place; again, that course must 
be followed if a solution is to be achieved 
today. 

This time, as Canada returns to free market- 
ing, as inevitably it must, with a prewar-type 
voluntary Wheat Board for those who wish to 
use it, Canadians should demand that a com- 
panion program be instituted to protect farm 
income. Thus, when world prices do not pro- 
vide adequate returns to the efficient producer 
of grain, this two-way program would solve 
the major problem affecting prairie farm fami- 
lies and the thousands of people engaged in 
the effort to dispose of Canada’s wheat sur- 
plus. 




















































































































































































From 1952 
through 1957* 


Cummins Diesels 








diesel trucks 
than all other makes 


combined... 


*Based on R. L. Polk Co. percentage breakdown figures from 1952 through 1957. Also first 4 months 1958 show more than all others combined. 


Each year from 1952 on, Cummins Diesels have consistently led all other makes 0 
diesels in popularity. Consistent with this leadership has also been the increase '" 


CUMMINS | sales of the medium and heavy class trucks. The two go hand in hand. 


The trend is to diesel, and the top choice is Cummins. Every year thousands of truck 


operators pick Cummins for these reasons 





Easy to get. 16 truck manufacturers offer economical Cummins power in more than 


5 .. . ' | 
225 over-the-highway models. Easy on costs. You get long engine life, more miles 


Per gallon with low maintenance and repair costs. Fast, expert service. More than 
300 Cummins outlets throughout United States and Canada are always near at hand. 
Complete engine line. 18 models, from 125 to 335 horsepower, are available for 
‘very highway application. 
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DECISION BY ANALOG 


by Robert B. Fetter 


A COMPUTER is most often viewed by the busi- 
nessman as an important tool in freeing peo- 
ple from routine clerical tasks; for handling 
repetitive, simple work of the bookkeeping 
type. Such machines are less often viewed as 
an aid of considerable importance in mana- 
gerial decision-making. The very fact that this 
kind of assistance can actually be obtained 
from a machine seems abhorrent to many. This 
is not to say that a computer can actually make 
the decision (although there is plenty of evi- 
dence today that some computers can handle 
routine decisions and that they can even learn 
from experience in simple decision situations ), 
since it is quite true that, at present, a man 
must tell the machine what to do, and then it 
will carry out these instructions with inhuman 
efficiency. 

A computer, however, will do precisely 
what it is told, and if not told precisely it will 
demand such precision from its human han- 
dlers. Thus, a machine may force the structur- 
ing of a decision problem in such a way that 
the decision-making process itself is im- 
mensely improved. It can certainly handle all 
those facets of any decision problem that the 
decision-maker should not be handling in the 
first place. Most important, it can tell the 
decision-maker very quickly what parts of his 
problem ought to cause him to worry and 
what parts ought not be considered. It can free 
him for the exercise of judgment where such 
judgment is really important, and distinguish 
clearly for him areas where information is just 
not essential to a given decision. 

The computer works on information given 
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it to obtain from that information maximum 
use with respect to the problem faced. Thus, 
information not relevant or valuable to the so- 
lution may be located quickly and, at the least, 
a better decision procedure is bound to result. 


ANALOG COMPUTERS 


AN ANALOG computer is a special-purpose ma- 
chine built to solve a particular kind of prob- 
lem. As such, it is considerably less flexible 
than a digital computer of comparable speed 
in solving the same problem, but possesses cer- 
tain advantages that make it more desirable in 
certain situations. Two major advantages are 
the lower cost of the analog computer and the 
fact that no programming is required. The an- 
alog computer setup itself is the program—the 
job for which the machine is designed. Thus, 
an analog may be the economical answer in a 
situation requiring that the same problem 
structure, with modifications in the values of 
the basic data, be solved over and over again. 
This is not to say that a given analog setup may 
not be modified once constructed, but modifi- 
cations require reorienting the basic analog 
units rather than reading in a new program. 

An analog is essentially a representation of 
the situation or problem that is to be exam- 
ined. A globe is an analog of the earth; a pump 
could be an analog of a cash flow; or a voltage 
might be an analog of dollars. The important 
thing about any analog is that it may be ma- 
nipulated easily and economically to give the 
results of any situation presented to it. Insofar 
as the analog is a good representation of the 
real problem, it can provide useful answers. 
In general, the decision-maker cannot manip- 
ulate the real situation on a trial-and-error 
basis. Thus, the analog allows him to note the 
consequences of any decision he might make 
and to find the best decision without disturb- 
ing the real situation. 

Any such representation may be built elec- 
trically, mechanically, or hydraulically, but 
usually the most economical structure is elec- 
trical. 


REPLACEMENT DECISIONS 


ConsiDER the equipment purchase and re- 
placement problem. Two basic difficulties 
beset the decision-maker faced with this kind 
of problem. 
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DEBT-FREE 


Dear Sir: 


NAME___ 


ADDRESS 


MAIL COUPON TODAY 
(Or Phone MElrose 5-3571) 


DIRECTOR, IANA, DEPARTMENT OF COMMERCE 
333-H, STATE HOU 
INDIANAPOLIS, INDIANA 


Please send me a copy of your new 40-page brochure. 
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1S NOW THE x xy 
CENTER OF 

almost EVERYTHING 


IN INDIANA 
YOU CAN'T BE 
MORE THAN 25 MILES 
FROM A COLLEGE! 


and ONLY 1 PLANT 

HAS LEFT INDIANA 

...FOR EVERY 100 
WHICH HAVE COME IN 


LY 
OTHER State 6$ 
and Local ont} 
Governments are 


BILLIONS IN DEBT! 
(up 200% in 10 years) 





corporation tax 
manufacturer's tax 
net worth tax 


value-added tax 


115 MILLION 
PEOPLE 

WITHIN 

575-Mi. RADIUS 


CENTER OF 
AMERICAN MARKET 


i le Is Ig 
Oo 10 10 10 


60 COLLEGES, 
UNIVERSITIES 


and Extension Centers 
.. including top-ranked 
engineering schools 


INDIANA IS 


m9 f 


in per capita 


NEW-PLANT BUILDING 


$1.7 billion 1954-'57 - 6.5% of U.S. total 


INDIANA'S 
CONSTITUTION 


FORBIDS 


Bonded State Debt 


NO penalty tax 
NO “use” tax 
NO sales tax 


NO “nuisance” tax 


Now 
INDIANAPOLIS 
a. id PENNSYLVANIA 
1850 


CENTER OF 
U. S. MANUFACTURING 


“proor fF) 


of the = 
PUDDING” 


is Industry’s RESPONSE 
to “The Indiana Story” 


On a per capita basis: 


INDIANA OUTRANKS 
THE STATES WHICH ADD 
THE LARGEST TOTAL 
VALUE TO GOODS 
BY MANUFACTURE 
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IN INDIANA... 
New Industries 
DON’T pay 
yesterday’s bills! 


ONLY | 


Indiana Tax-Rate Increase 
in 26 years 


(AND NO MORE CONTEMPLATED) 


INDIANA is literally the 
“CROSSROADS 
of the NATION” 


7 NEW PLANTS A 
MONTH IN INDIANA 
April '55 - May '57 


and 10 A MONTH 


for the past year 










When YOU plan a plant 


Remember 


DEBT-FREE 
INDIANA 






Lasser & Durand Show 
Extraordinary Returns 
from OIL & GAS 


A costly research proj 
ect into oil and gas invest- 
ments has been completed 
by the J. K. Lasser Tax 
Insticuce and Francis L. 
Durand. Their findings 
are of urgent importance 
now to investors who seek 
extraordinary capital 
growth and high income 
— as well as unique tax 
advantages. 

You need not be an 
“insider’’ to share in the 
tremendous returns (as 
high as 50%). HOW TO 
GET TAX PROTECTED 
INCOME FROM OIL & 
GAS INVESTMENTS 


shows you: 





A) How to get into oil 
and gas investments; ac- 
quiring interests; joint 
operations; develop- 
ment, operation and 
payment to investors, 
etc. 


B) How taxes reduce the risk; tax plans 
which produce maximum net-after-tax re- 
turns; family tax plans; organizing oil and 
gas ventures; assuring your retirement, etc. 


C) Case-histories of oil and gas investments 
and potential payoffs. 


Why miss out on the benefits of this tre- 
mendous field? Send today for a free examina- 
tion copy. After two weeks, return it without 
obligation, or keep it and send only $12.50 plus 
shipping charges. (Save shipping by remitting 
$12.50 now—same refund privilege.) Write 
Business Reports, Inc., Dept. BH-2, Larchmont, 
New York. 


How to Save Estate 
and Gift Taxes 


by J. K. Lasser & R. Wallace 


It's amazing how many individuals work 
and slave a lifetime to build an estate and 
family security and then let it be cut dras- 
tically and their family endangered by need- 
less taxes they thought applied only to 
“millionaires.” 


And yet there's nothing to stop them from 
taking advantage of some of the extraordi- 
nary gift and estate plans developed by two 
of the country’s leading authorities. Among 
these are: A grandfather's insurance trust 
that turns a $100,000 estate into $200,000; 
How to support an aged parent, or other rel- 
ative with securities; Protecting your wholly- 
owned business; What to do about jointly 
»wned real estate (such as your home); No 
estate or gift tax on a $300,000 estate; More 
income to widow by giving remainder of 
trust to charity, and others. 


Your estate may be bigger for tax purposes 
than you think. Don't give your hard-earned 
assets away. Even one of these model plans 
may save you thousands of dollars. 


Send for a free examination copy of Lasser 
& Wallace's HOW TO SAVE ESTATE & 
GIFT TAXES. If you keep it, pay only 
$5.95, plus shipping (or save by remitting 
$5.95 now—full refund guaranteed). Write 
to American Research Council, Dept. BH-5, 
Larchmont, N. Y. 
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{| First, he has the difficulty of ob- 


taining good information as to 


e Future revenues and expenses 
associated with the operation 
of capital equipment 
The opportunity cost of the 
capital necessary for any avail- 
able alternative 

e The expected decline in realiz- 
able value of an alternative in- 
vestment 
Other information, such as the 
effect of technological ad- 
vances on today’s decision 


{ Second, given good information 
concerning the above factors, he has 
the thorny problem of the computa- 
tions necessary to predict economic 
life and expected future costs. Both 
of these difficulties may be greatly 
ameliorated with the aid of a rela- 
tively simple analog computer. 


The economic problem associ- 
ated with a replacement decision 
may be viewed as having two 
parts: | 


1 Deciding on the “best” invest- 
ment alternative for a given 
purpose from among all avail- 
able alternatives 


2 Setting the “best” replacement 
policy for the alternative se- 
lected 


In order to make such deci- 
sions, the decision-maker must 
specify by what means he is to 
differentiate between alterna- 
tives. At least three criteria are 
widely used. These are: 


e The net cash flow that accrues 
to the firm from an investment 

e The cost of the available alter- 
natives 

e The return on the investment 
yielded by each alternative 


Since the problem is the same re- 
gardless of the criterion em- 
ployed, a well-designed analog 
should be quite flexible with re- 
spect to choice of criterion. Using 
an analog as an aid to the equip- 
ment decision, any or all of these 
1958 


criteria may be chosen and com- 
pared. 


A general model for this prob- 
lem, expressed in terms of pres- 
ent value or cost, would consist of 
the following parts: 


1 The sum of net cash flow or op- 
erating expenses over the life 
of the equipment, discounted 
appropriately to the present 


2 The original cost (or present 
market value) of the equip- 
ment less salvage value at re- 
placement, discounted to the 
present 


The repetition of operating cy- 
cles represented by 1 and 2 
above over the life of the busi- 
ness firm, each cycle dis- 
counted to its present value 


By minor reorientation, these 
three elements may be treated ac- 
cording to the given decision cri- 
teria. 

{| First, the replacement policy 
that will yield maximum revenue 
for each alternative may be found 
by subtracting 2 from 1 where 1 is 
interpreted as net cash flow. The 
computer would then print out the 
total (or average annual) revenue 
due to each alternative for any life 
cycle. Selection could be made of 
that alternative yielding the great- 
est revenue, and the best replace- 
ment cycle could be read from that 
solution. 


{| Second, if cost of operation (ac- 
tual or opportunity ) is to be used as 
the criterion, the sum of 1 and 2, 
where | is interpreted as operating 
expenses (or opportunity cost of 
keeping equipment), is found and 
the computer would print out the 
total (or average annual ) cost of op- 
eration for each alternative for any 
life cycle. Selection could be made 
of the least cost alternative, and the 
optimum replacement policy would 
be specified by the particular solu- 
tion chosen. 


{ Third, if return on investment 
is to be used as the criterion, the net 
cash flow approach (where this 
could be given as cost savings ) 
























Tg tt | Eee VANTIN (Gee Salty ANIV ee 
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an army of monitors 


who help keep 


Jood prices competitive 


There’s a difference between the behavior patterns of women 


who save trading stamps and of those who do not save them. This difference 
has been brought out in recent university and research institute studies. 


These studies show that the housewife who 
saves stamps tends to be a more careful shopper 
than the woman who does not save stamps. Her 
decision to shop at a store which gives trading 
stamps represents a greater alertness to bar- 
gains. And, she continues to check the wisdom 
of her choice by comparing prices, often down 
to fractions of pennies. 

A market which believes it can pay for stamps 
by hiding as little as a 2% increase in prices 
has to reckon with an army of comparison shop- 
pers who monitor prices daily. All it takes to 
have this policy backfire is detection by a few 
shoppers who studiously compare advertised 






This message is one of a series presented for your information by 


prices not only in newspapers but on their shop- 
ping rounds. 

In her own way, the American housewife is 
as sensitive to values as a professional econo- 
mist. So, it is no coincidence that whenever 
trading stamps are attacked, her voice is among 
the strongest coming to their defense. And, it is 
also no coincidence that more than 30,000,000 
families, alert to the discomforts of inflation, 
collect trading stamps as a means of securing 


extra savings. a 


REFERENCE: “Competition and Trading Stamps in 
Retailing.” Dr. Eugene R. Beem, School of Business 


Administration, University of California. 


THE SPERRY AND HUTCHINSON COMPANY, 114 Fifth Avenue, New York 11, New York. 
S&H pioneered 61 years ago in the movement to give trading stamps to consumers as a discount for paying cash. 
S&H GREEN STAMPS are currently being saved by millions of consumers. 
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Planning 


PR. 


Get our FREE 


SHELL TOURING SERVICE 


Enjoy every mile of your trip this year. See us at 
least 2 weeks before you leave and fill out a touring 
form. We'll forward it to the Shell Touring 

Service where experts plan your trip. You get 
marked road maps, a list of interesting 

things to see along the way, and a folder for noting 
daily expenses ...at no charge, of course. 


Please ask your Shell Dealer SU 


DEALER IN 
SHELL PROOUCTS 
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would be used. The rate of interest 
(a dial setting ) that reduced to zero 
at the optimum replacement period 
the present value of the difference 
between this flow and the invest- 
ment cost would be read out. This 
“internal rate of return” could be 
used as a method for ranking avail- 
able alternatives. 


Although all of the above in- 
terpretations involve precisely 
the same basic mathematical re- 
lationships, different names have 
come to be attached to them. For 
example, the second interpreta- 
tion, using opportunity costs, is 
the so-called mMapt' model for 
equipment replacement. The 
first interpretation, using net rev- 
enue, is called the “cash-flow” ap- 
proach, and using cost savings, it 
is called the “capital-recovery” 
method. Of course, the third in- 
terpretation given to the problem 
is the “return on investment” 
method. It is unnecessary to use 
“pay-off period as a criterion, 
since the computational difficul- 
ties of these other methods are 
overcome by the analog, and 
“pay-off” period is just a relative 
ranking method, replaced here 
by the more sensitive “return on 
investment.” 


THE ANALOG 


AN ACTUAL analog has been con- 
structed at M.I.T. for purposes of 
experimentation. The compo- 
nents are standard analog units 
wired together to represent the 
equipment cost problem. 

With this setup, voltages are 
the analog of dollars, and seconds 
of time are the analog of years. 
The output of the computer is a 
plot of dollars against years of 
time, as shown in Figure 1 for a 
set of input values. Thus, to ob- 
tain a solution it is only necessary 
to specify an interest rate i, an ex- 
pense gradient G (as a fraction of 


* Machinery 
stitute. 


and Allied Products In- 





original cost B), and a factor k, 
which determines the presumed 
decline in salvage value—the 
larger the k, the more rapid is the 
decline assumed. 


USE OF THE COMPUTER 


IMAGINE, for a moment, that a 
businessman faced with the kind 
of decision problem given here 
has available an analog of the sort 
just described. The first thing he 
wants to know is what informa- 
tion it would pay him to get. It is 
certainly clear that if a given kind 
of information does not contrib- 
ute to the decision, it does not pay 
to obtain it. Thus, he could set the 
dials at what, based on the im- 
mediately available information, 
seem to constitute the most opti- 
mistic and most pessimistic esti- 
mates of the parameters that the 
computer is designed to handle. 
If it turns out that the decision is 
the same regardless of which 
boundary is considered, it cer- 
tainly does not pay to get better 
information. 

If, however, the boundaries 
give different answers, then he 
can examine each parameter in 
turn to discover which ones af- 
fect the decision the most as well 
as the direction of the effect. In 
short order, he is led to a listing 
of the information that must be 
obtained, as well as knowledge as 
to how good each piece of infor- 
mation has to be. For example, 
the cost prediction for one alter- 
native might be very sensitive to 
changes in salvage value—as 
would be the case with general 
purpose equipment that finds a 
ready market. Again, another al- 
ternative might be very sensitive 
to differences in operating costs. 
In each case, the executive 


quickly discovers what kind of 
information he needs and has a 
well-defined notion about the 
value of such information to the 
necessary decision process. 








FIGURE l 


Output as Plot of Dollars Against 


Time 


120.10 20.25 


670.04 B 
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COMPUTER OUTPUT 


N 

’ 3 eee mY = 
causa TIME ese 
ACTUAL TIME (YEARS) 


Source: Author’s illustration. 


He is then able to direct the 
information-gathering process 
necessary to a decision. Once the 
information is available, he can 
easily make the calculations nec- 
essary to convert the information 
into a decision. This, of course, 
does not mean that the analog be- 
comes the executive. It does mean 
that the analog is a tool that frees 
the executive from calculation 





How To Get Things Done 
Better And Faster 


so0oco 


ie” 


=" 
oti se 
3 oeent 
“Ssenageaaneees OE ow. Se 
ao seca eae maces Eo Se2¢ 


BOARDMASTER VISUAL CONTROL 


yy Gives Graphic Picture — Saves Time, Saves 
Money, Prevents Errors 

yy Simple to operate — Type or Write on 
Cards, Snap in Grooves 

Jy Ideal for Production, Traffic, Inventory, 
Scheduling, Sales, Etc. 

yy Made of Metal Compact and Attractive. 
Over 250,000 in Use 


Full Price $4950 
24-PAGE BOOKLET NO. HF-10 


Without Obligation 


Write for Your Copy Today 


GRAPHIC SYSTEMS 


55 West 42nd Street * New York 36, N. Y. 


with cards 
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and speculation which does not 
contribute to his usefulness to the 
firm. In many situations, the in- 
formation deemed necessary may 
not be obtainable at a cost com- 
mensurate with its decision- 
making value. However, the ana- 
log allows the executive to reach 
such specific conclusions and as- 
sures him that he has utilized 
fully the information economi- 
cally available and reserved his 
judgment only for those areas 
where it is essential. 


THE POTENTIAL OF 
DECISION ANALOGS 


Or course, the kind of analog 
described above is only one of 
many that might be utilized by a 
business firm, At M.I.T., experi- 
ments are being carried on with 
analogs designed to simulate op- 
erational systems with variable 
demand and supply. For ex- 


We buy... sell 
... and quote 


Listed and 


Over-the-Counter 


Securities 


MGW. DT”'”vrm arti 


WQS BAAN 
QQ ."»F." 


Procress, therefore, is not an accident, but a necessity .. . It is a 


part of nature. 


ample, a materials-handling ana- 
log could be used to determine 
the optimum investment in han- 
dling facilities such as lift trucks, 
and then be used to allocate and 
schedule their use as internal 
conditions changed. It would 
seek out the least cost solution, 
considering investment and op- 
erating costs for all alternative 
configurations of the handling 
system. 

This same computer could be 
used to solve such knotty oper- 
ating problems as the optimum 
level at which to provide mainte- 
nance service, the best way to 
schedule crews at a receiving 
dock, the most effective assign- 
ment of operators to service auto- 


Call us, Collect, 


— Herbert Spencer 


matic or semi-automatic ma- 
chines, the best inventory policy 
on spare parts, and any other 
problem whose internal structure 
is of the type specified by such an 
analog. 

Other analogs could be set up 
to represent more complex prob- 
lems or systems; their use as an 
aid to executive judgment is po- 
tentially quite wide. The major 
disadvantage is the comparative 
inflexibility of the computer, 
once it has been set up. However, 
wherever this major disadvan- 
tage is offset by the importance 
and frequency of the problem 
area the computer is built to han- 
dle, an analog has much to offer 
as a decision-making tool. 


® Member Midwest Stock Exchange 


e Orders executed on all 
principal Stock Exchanges 


® Complete statistical service: 


analyses of companies, balance sheets, opinions 


whenever we can be of service to you 


SS Win AA 


City Securities Corporation 


INCORPORATED 1924 
INDIANAPOLIS 4 - Phone MELROSE 8-1336 


417 CriRCLE TOWER - 


Big enough to serve you + Small enough to know you 
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22-55 
000K ~ 
g18-00", 


HE IS A MEMBER OF THE DINERS’ CLUB, WHICH PROVIDES THE NATION’S FIRST 
ALL-IN-ONE-CHARGE-IT SERVICE FOR FIVE HUNDRED TEN THOUSAND 
BUSINESSMEN AND WOMEN, EXECUTIVES, TRAVELERS, SALESMEN. 


He appreciates the convenience, the prestige, the tax He charges all his entertainment and travel expenses 
savings provided by this useful card. He knows that this _and gets one bill, once a month. He saves on taxes, because 


single card gives him more than 14,000 personal charge 


his Diners’ Club monthly statement is an accountant-certi- 


accounts at the world’s great restaurants and night clubs, as fied record of tax deductable entertainment and travel 

well as hotels, Hertz car rental agencies, florists, gifts, etc. expenses which are so often forgotten, so difficult to verify. 
He uses his Diners’ Club card as his key to the city in All this, for one $5.00 yearly fee. 

every key city in the United States, as well as Canada, He obtains personalized credit card for every member 

Mexico, Cuba, Hawaii, West Indies, British Isles, France, of his firm, of his sales force, simplifying expense account 

Italy, Germany, Spain, Switzerland, Scandinavia and many records for his entire company. His wallet-sized Diners’ 


other parts of the world. 


Club card is a handy guide to the best places everywhere. 


THIS IS YOUR APPLICATION 
-» FILL OUT AND MAIL TODAY 
TO THE DINERS’ CLUB OFFICE 

NEAREST YOU: 


NEW YORK CITY (1): Empire State Bldg. 
CHICAGO (2): 33 N. La Salle St. 

ST. LOUIS: 4223 Lindell Blvd. 

LOS ANGELES (46): 910 N. La Cienega 
CLEVELAND: 1911 Terminal Tower Bldg. 
WASHINGTON, D.C. (6): Dupont Circle Bldg. 
NEW ORLEANS: 229 St. Charles Ave. 

SAN FRANCISCO: 53 Post Street 

CANADA: 1323 Bay St., Toronto, Ontario 


SSCHHSSSSSSSSSSSSSSSSSSSSSHESESESETSSSSSSSESSSESESS 


DINERS’ CLUB Empire State Bidg., New York 1, N.Y. 


FOR OFFICE USE 
full name 


ee EE eee 
ee ee 
CO DD), OSS ee eeeEeeEeEeEEeEEEEEEEE 
a eee 
en XOOOOyEEEEEeEeEe 
re 
special (5 
ll 
if new account, check here [) . .. if addition to existing account, show number __ EEE 
COMPANY ACCOUNT PERSONAL ACCOUNT PERSONAL ACCOUNT 
CHECK ONE ONLY 6} biii to office address () bill to office address [bili to home address (_] 
$5.00 annual membership fee: enclosed [)_ bill me () 


10—-NY—BH—2 (INCLUDES DINERS’ CLUB MAGAZINE, ! YR. SUBSCRIPTION SIXTY CENTS) 
cemiiiatneneami tii card holder assumes individual responsibility with company applicant 


qwlegmantenrn OF Ueuiticdenen! expppp lle ND 


signature of executive 
authorizing company accoun _—————— 
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Harpo, Book, 


KEEP PACE WITH AMERICAN BUSINESS 
Long-Range 
Planning for 
Management 


Edited by DAVID W. EWING 
Assistant Editor, The Harvard Business Review 


A careful selection of important Harvard Business Review 
articles plus material from a variety of other sources, this 
book is the most comprehensive and up-to-date discussion 
available on business planning for long-term corporate 
growth. David W. Ewing has discerningly organized the con- 
tributions of numerous business executives as well as such 
students of management as Fayol, Drucker, Hempel, and 
Newman. 

Among the topics covered are organization, steps in plan- 
ning, special problems and techniques of research, new 
products, overseas operations, and plant location. The book 
concludes with a consideration of the limitations of the plan- 
ning process and the strategy of its introduction into the 
executive organization. 


‘ 


‘,..a cogent answer to those who may question the prac- 
ticality of long-range planning.” 
—EWING W. REILLEY, McKinsey & Co., Inc. 


$6.50 


: Relations Human Relations 
for Management 


THE NEWER PERSPECTIVE 


oe mast Edited by EDWARD C. BURSK 
EDWARD C Bu Editor, The Harvard Business Review 


The best current thinking and practice in human relations 
for business and industry, distilled from the pages of The 
Harvard Business Review to produce a balanced and broadly 
inclusive study with practical applications for management 


and all students of industrial relations. 


Among the twenty-one contributors are Robert Wood 
Johnson, Abram Collier, Wendell Johnson, Carl R. Rogers, 
F. J. Roethlisberger, Chris Argyris, Robert Ware Straus, 


and Solomon Barkin. 


“A smooth-flowing collection of fresh viewpoints.” 


—Wall Street Journal. $5.00 
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THE 


Learning Process 
FOR 
Managers 


By NATHANIEL CANTOR. A pen- 
etrating analysis of the tech- 
niques of teaching good 
management which can help 
to define goals and establish 
sound operating principles for 
company training programs. 
“T do not believe I have ever 
before read any book in which 
there were so many thought- 
provoking statements.” 
—GEORGE D. HALSEY. $3.00 


A Decade or 
Industrial 


Relations Research 
1946-1956 


Edited by NEIL W. CHAMBER- 
LAIN, FRANK C. PIERSON and 
THERESA WOLFSON. Seven au- 
thorities review and appraise 
the decade’s major contribu- 
tions in such areas as union 
government and _ leadership, 
collective bargaining, wage 
determination, employee ben- 
efit plans, etc. The contribu- 
tors are Joel Seidman, Daisy 
L. Tagliacozzo, Joseph Shis- 
ter, Melvin Reder, George H. 
Hildebrand, Robert Tilove, 
and Adolf Sturmthal. $3.50 


Common Stocks 
AND 
Uncommon Profits 


By PHILIP A. FISHER. Foreword 
by Jeremy C. Jenks. An in- 
vestment counselor with 
twenty-five years’ successful 
experience spells out an un- 
orthodox approach to the 
problems of investing money 
for maximum profits. His ten 
“‘don’ts” take issue with many 
time-honored precepts. “...the 
best I have read on the sub- 
ject.”—R. D. NAEss, Naess & 
Thomas, New York. $3.50 


At all bookstores or from 


HARPER & BROTHERS, N. Y.16 





book notes 


and 
reviews 


Lois Shepherd Headings 


FROM A SPANISH PROVERB 


As the Spanish proverb says, “He, who would bring 
home the wealth of the Indies, must carry the wealth 
of the Indies with him.” So it is in traveling; 

aman must carry knowledge with him, if he would 
bring home knowledge. (Samuel Johnson) 


INTERNATIONAL trade and international travel 
crowd out most other considerations—even re- 
cessions and control of outer space—during 
this season. The U.S. World Trade Fair, of 
course, is over for this year. It left, however, 
one lingering note of especial interest for mid- 
dle western businessmen—the swelling promo- 
tion of the St. Lawrence Seaway as the United 
States’s “fourth seacoast.” On another front the 
cold subtleties of the Soviet challenge of “com- 
petitive coexistence” lend a new dimension to 
foreign economic activities. The traveler this 
year will undoubtedly be as aware of this fact 
as the trader. 

In the spring issue’s survey of “The Context 
of Society” in current paperbacks, we men- 
tioned that certain areas would be covered 
later. A providence more luck than plan 
placed science and the humanities among the 
postponed ones—for these two subjects com- 
prise the most pertinent intellectual baggage 
lor this season. The principal direction of 
travel will be toward Europe this year for sev- 
eral reasons: the Brussels World’s Fair, the 
Lourdes centenary, and the fabulous summer 
festivals of music, dance, and drama. A con- 
siderable number of travelers this year will 
also schedule the Middle East on their itiner- 
aries. This is Israel’s tenth anniversary, which 
apparently will be celebrated without too 
many hazards. Too, the Dead Sea Scrolls have 
created increased interest—both religious and 


6 Important New Business 


Texts from M- Coen f; 














MANAGEMENT AND ORGANIZATION 
By LOUIS A. ALLEN, Management Consultant. 
McGraw-Hill Series in Management. 353 pages, $7.00 


Presents information valuable to both large and small businesses 
on such topics as designing the organization structure, and the 
process of delegation, centralization and decentralization. Many 
examples are included. 


LINEAR PROGRAMMING 

By ROBERT O. FERGUSON and LAUREN F. SAR- 
GENT, both of the Methods Engineering Council, Pitts- 
burgh, Pa. Ready for Fall Classes 


This clear explanation of linear programming shows the kind of 
business and industrial problems it can solve and its application in 
the improvement of profit, sales, production, and planning. Actual 
examples are used. 


MANAGEMENT IN A RAPIDLY 
CHANGING ECONOMY 

Edited by DAN H. FENN, Jr., Asst. Editor, Harvard 
Business Review. 339 pages, $5.00 


Reviews the risks and potentials for business in a we ee ee | 
society, looking ahead at the meaning of economic, technologica 
marketing, and social change as it affects the management of 
business enterprises. 


BUSINESS MANAGEMENT 
By LYMAN A. KEITH and CARLO E, GUBELLINI, 
both of Northwestern University. 463 pages, $6.50 


Provides an introduction to the broad program of business develop- 
ment for administration students. It describes the evolution of an 
enterprise with the product as the central theme, and shows the 
stages of a firm’s development. 


PRODUCTION PLANNING AND 
INVENTORY CONTROL 

By JOHN F. MAGEE, Arthur D. Little, Inc. 333 pages, 
$7.50 

Explains new concepts in processes of inventory control and pro- 
duction planning, along the lines of operations research thinking. 


it covers such material as the functions and costs of inventories, 
and the role of forecasting. 


WHAT MAKES WOMEN BUY 

By JANET WOLFF, J. Walter Thompson, Co. Mce- 
Graw-Hill Series in Advertising and Selling. 292 pages, 
$6.00 

Considers the physical, social, and psychological aspects of selling 
or advertising to women. This practical guidebook covers such 


fields as fashion, retailing, advertising, designing and merchandis- 
ing. Examples show the effectiveness of the selling principles. 


USE THIS COUPON 


COLLEGE DEPARTMENT, McGRAW-HILL BOOK COMPANY, Inc. 
330 West 42nd Street, New York 36, N. Y. 


Please send me, on approval, a copy of the book(s) checked. I 
agree to pay for the book(s) upon receipt of invoice, or return the 
book(s) within 10 days. 

} ALLEN } KEITH 

-| FERGUSON ) MAGEE 

|} FENN ) WOLFF 


Name 
BERROGED: cc ccnnveses, & vkeeeocsenndnesceaccbandsgokesaceussssebenneean 


. State 


McGRAW-HILL BOOK COMPANY, Inc. 


330 WEST 42nd STREET, NEW YORK 36, N. Y. 
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antiquarian—in the Holy Land. 

With this in mind (especially 
the pre-eminence of science at 
the Brussels Fair), we found a 
number of paperbacks to recom- 
mend for any convenient space 
in the luggage. The first two of 
these books are typically Ameri- 
can in their empirical approach 
(via anthropology) to man and 
society; the third is added princi- 
pally because it is so European in 
its metaphysical orientation. 

MIRROR FOR MAN: A SURVEY OF 
HUMAN BEHAVIOR AND SOCIAL AT- 
tTirupEs by Clyde Kluckhohn 
(Professor of Anthropology at 
Harvard ) was the winner of the 
$10,000 McGraw-Hill contest for 
scientific books for the layman. 
Its citation named it the book 
contributing most to man’s un- 
derstanding of the world today. 
It indeed provides a perspective 
that is uniquely valuable for in- 
vestigating modern society, its 
tensions and potentialities, and 
in devising means for the reduc- 
tion of the causes of human con- 
flict. 

Ruth Benedict (Professor of 
Anthropology at Columbia ) pur- 
sues the same purposes in PAT- 
TERNS OF CULTURE, but through 
different material. In this classic 
study Dr. Benedict sets our own 
culture in relief against the back- 
drop of three primitive societies, 
the Pueblos of New Mexico, the 
Dobu Islanders off the coast of 
New Guinea, and the Kwakiutls 
of Vancouver Island. 

“Social thinking at the present time 
has no more important task before it 
than that of taking adequate account 
of cultural relativity. In the fields of 
both sociology and psychology the im- 
plications are fundamental, and mod- 
ern thought about contacts of peoples 
and about our changing standards is 
greatly in need of sane and scientific 
direction.” (pp. 256-57) 

The third book is AN ESSAY ON 
MAN: AN INTRODUCTION TO A PHI- 
LOSOPHY OF HUMAN CULTURE by 





FOR THE INFORMED 
READER 


OUT 


Martin Buber, HASIDISM AND MOD- 
ERN MAN (An important new 
work by the well-known Jewish 
philosopher, Horizon ) 

H. R. Hays, FROM APE TO ANGEL (A 
book that does for anthropology 
what Gods, Graves, & Scholars 
did for archaeology, Knopf ) 


LATE SPRING 


William Benton, THIS Is THE CHAL- 
LENGE ( Assoc. Coll. Presses ) 

John W. Caughey, IN CLEAR AND 
PRESENT DANGER: THE CRUCIAL 
STATE OF OUR FREEDOMS (Chi- 
cago ) 

George Gamow, MATTER, EARTH, 
AND sky (P.-Hall ) 

Raymond L. Garthoff, soviet sTRAT- 
EGY IN THE NUCLEAR AGE ( Prae- 
ger ) 

Harold Goad, LANGUAGE IN HISTORY 
( Penguin ) 

Will Herberg (ed.), FOUR EXISTEN- 
TIALIST THEOLOGIANS (Selections 
from and comments on Jacques 
Maritain, Nicholas Berdyaev, 
Martin Buber, and Paul Tillich; 
Doubleday ) 

Lester Mondale, VALUES IN WORLD 
RELIGIONS ( Beacon ) 

John Clover Monsma (ed.), THE 
EVIDENCE OF GOD IN AN EXPANDING 
UNIVERSE (By 40 outstanding 
American scientists representing 
all the physical and _ biological 
sciences, Putnam ) 


Ben T. Moore, NATO AND THE Fv- 
TURE OF EUROPE ( Harper) 


EARLY SUMMER 


Mortimer J. Adler, THE IEA oF 
FREEDOM ( Doubleday ) 

James Bryce, THE AMERICAN COM- 
MONWEALTH (A _ new abridge- 
ment of a classic, Sagamore) 

William K. Dunn, WHAT HAPPENED 
TO RELIGIOUS EDUCATION ( Hop- 
kins ) 

R. J. Harrison, MAN THE PECULIAR 
ANIMAL ( Penguin ) 

Irving Howe & Lewis Coser, THE 
AMERICAN COMMUNIST PARTY 
( Beacon ) 

Norman Lansdell, THE ATOM AND 
THE ENERGY REVOLUTION ( Pen- 
guin ) 

André Maurois, A HISTORY OF ENG- 
LAND (A noted Frenchman’s view 
of the English; Farrar, Straus ) 

Hans J. Morgenthau, DILEMMAS OF 
potitics (Chicago ) 

Stow Persons, AMERICAN MINDS: A 
HISTORY OF IDEAS ( Holt) 


LATE SUMMER 


Irving Adler, THE NEW MATHEMAT- 
ics (John Day) 

H. A. Bone, PARTY COMMITTEES AND 
NATIONAL POLITics (U. of Wash.) 

Maurice Bruce, THE SHAPING OF THE 
MODERN WORLD ( Random) 

Hodding Carter, THE ANGRY SCAR (A 
Mainstream of America book, 
Doubleday ) 

Lt. Gen. J. M. Gavin, WAR AND PEACE 
IN THE SPACE AGE ( Harper ) 

Linus Pauling, NO MORE war! 
( Dodd ) 





Ernst Cassirer (former Professor 
of Philosophy at Oxford and Co- 
lumbia ). As Cassirer’s main con- 
tributions evolved from his the- 
ory of symbolic forms, the reader 
could expect an emphasis on the 
symbolic nature of modern soci- 
ety. Cassirer sees a dialectic unity 
in the various aspects of human 
existence—in myth and religion, 
language and art, science and 
history. This unity consists of var- 
iations on one common theme—a 
tension between _ stabilization 
and evolution. 
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“This dualism is to be found in all 
the domains of cultural life. What 
varies is the proportion of the opposing 
factors. Now the one factor, now the 
other, seems to preponderate. This pre- 
ponderance to a high degree deter- 
mines the character of the single forms 
and gives to each of them its particular 
physiognomy.” (p. 281) 

In THE HUMAN USE OF HUMAN 
BEINGS: CYBERNETICS AND SOCIETY, 
Norbert Wiener (Professor of 
Mathematics at M.I.T.) does not 
discuss cybernetics as such, but 
explores its implications for prog- 
ress, learning, language, social 








policy, communication machines, 
law, and the role of the scientist 
in our future society. He outlines 
his theory of messages (or study 






OF | of communication ), cybernetics, 
as one of the many scientific out- 

a growths of the idea of a contin- 
gent universe and the “recogni- 

<ep | tion of a fundamental element of 

lop- chance in the texture of the uni- 
verse. 

LIAR There is one overwhelming 


and sustained note to this entire 
THE — group of books on science—both 
‘RTY § the ones discussed above and the 
ones to come—and that is a com- 


ANP Ff pulsive concern with ethics. This 
Pen- 4 ; ; 

is most evident (perhaps because 
_ it is least expected here) in THE 
4, [| MEANING OF EVOLUTION by 
View 


5) George Gaylord Simpson (fa- 
mous paleontologist of the Amer- 





.S OF 
ican Museum of Natural His- 
ys: A — tory). He does, of course, give 
with authority and style a general 
account of our knowledge to date 
at. | of evolution, especially of its re- 
; gained position as the focal point 
sanp — all the life sciences due to the 
ash.) —& Contributions of genetics. He 
r tHE & Clearly and forcefully pleads his 
views as a causalist and material- 
an (A §& ist. But the burden of his book 
book, § unmistakably is the discussion of 
the ethical problems involved in 
PEACE & the dissemination and utilization 
, & of the knowledge obtained not 
WAR: ‘ 
only from evolution but also from 
__ § all the physical and social sci- 
| in all & ences. In Simpson’s words, “The 
What § inequity of knowledge is in itself 
posing F unethical and is one of man’s 
ow the & creat blunders. It could be his 
ge last.” (p. 157) 
» Sette Perhaps the two most read 
rticular § books in the group are Alfred 
North Whitehead’s scrENCE IN 
ruMAN ff "HE MODERN WORLD and THE UNT- 
creTy, [| 'ERSE AND DR. EINSTEIN by Lin- 
sor of | ©ln Barnett. Of his book, White- 
ses not head says it 
sh, but & “embodies a study of some aspects of 
r prog: & Western culture during the past three 
social centuries, in so far as it has been influ- 









enced by the development of science. 
This study has been guided by the con- 
viction that the mentality of an epoch 
springs from the view of the world 
which is, in fact, dominant in the edu- 
cated sections of the communities in 
question.” 


He then points out the historian’s 
moral, 


“Men can be provincial in time, as well 
as in place. We may ask ourselves 
whether the scientific mentality of the 
modern world in the immediate past is 
not a successful example of such pro- 
vincial limitation.” 

Barnett’s work is described by 
Einstein himself in the foreword. 


“Lincoln Barnett’s book represents a 
valuable contribution to popular scien- 
tific writing. The main ideas of the the- 
ory of relativity are extremely well pre- 
sented. Moreover, the present state of 
our knowledge in physics is aptly char- 
acterized. The author shows how the 
growth of our factual knowledge, to- 
gether with the striving for a unified 
theoretical concept comprising all em- 
pirical data, has led to the present 
situation which is _ characterized— 
notwithstanding all successes—by an 
uncertainty concerning the choice of 
the basic theoretical concepts.” 


Two books on mathematics es- 
pecially worth listing are W. W. 
Sawyer’s MATHEMATICIAN’S DE- 
Licnt, which is “Designed to con- 
vince the general reader that 
mathematics is not a forbidding 
science but an attractive mental 
exercise, and Tobias Dantzig’s 
NUMBER: THE LANGUAGE OF SCI- 
ENCE. Sawyer, a lecturer at Can- 
terbury University College, New 
Zealand, simply and blithely pro- 
ceeds from the best way to make 
a table through differential cal- 
culus and imaginary numbers. 

Dantzig, Professor Emeritus of 
Mathematics at the University of 
Maryland, describes the evolu- 
tion of the concept of number 
from its beginnings among an- 
cient peoples to its contemporary 
development. It won this enco- 
mium from Einstein: “This is be- 
yond doubt the most interesting 


book on the evolution of mathe- 
matics that has ever fallen into 
my hands.” 

No survey of scientific litera- 
ture for the layman could omit 
the justly famous works of 
George Gamow, now Professor of 
Physics at the University of Colo- 
rado and formerly associated 
with Niels Bohr. As Vannevar 
Bush has said, “He is without 
question one of the best interpre- 
tative writers in the field of sci- 
ence.” Most widely read is his 
trilogy on cosmology: THE BIRTH 
AND DEATH OF THE SUN, BIOGRAPHY 
OF THE EARTH, and THE CREATION 
OF THE UNIVERSE. His more recent 
book is ONE TWO THREE . . . INFIN- 
ITY: FACTS AND SPECULATIONS, 
which in his words is “of atoms, 
stars, and nebulae, of entropy and 
genes; and whether one can bend 
space, and why the rocket 
shrinks.” 

To turn from the ebullient kind 
of writing of Gamow to the lucid, 
quiet, introspective writing of 
Erwin Schrédinger makes one 
feel the subject matter must be as 
different as the style and person- 
ality of the writer. But Schré- 
dinger, world-renowned for his 
work in wave mechanics and a 
Nobel prize-winner in 1933, in 
WHAT IS LIFE? AND OTHER SCIEN- 
TIFIC ESSAYS covers much the 
same areas of scientific thought 
as Gamow does in One Two 
Three . . . Infinity. The considera- 
tions that he adds are the hu- 
manistic and speculative. It is 
both interesting and profitable to 
contrast this book also with 
Simpson’s The Meaning of Evo- 
lution. 

Two classics on physics alone 
must be mentioned. The first is 
AN APPROACH TO MODERN PHYSICS 
by E. N. da C. Andrade, a dis- 
tinguished British scientist. With 
admirable clarity and grace he 
recounts the basic facts and the- 
ories of classical physics, from 
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Kiplinger looks to the future: 


“ANOTHER BOOM, 
MORE INFLATION” 


and how you can prepare for it—now... 


Vode, as the big postwar boom wavers, 
as lay-offs hit home, as your business, your 
job, your investments, everything you own 
may be endangered... 


The one man who has called every major 
turn in the past 35 years, the man whose 
advice informed businessmen depend upon, 
forecasts another boom! 


In 1935 Kiplinger wrote a book called 
“Inflation Ahead, What To Do About It.” 
That was a time of depression and low prices. 
Yet, Kiplinger said, “Inflation is inevitable 

. Think in terms of acquiring tangibles, real 
estate, good common stocks.” 


Suppose you had acted then and bought a 
sound stock like International Business 
Machines at 10. It’s worth 330 now. Or, 
Minnesota Mining—was 2, now 76. Your 
$1200 investment would be worth $40,600 
and you would have received dividend in- 
come of $42,776. Real estate, homes and 
other tangibles have gone up almost as much. 
Thousands are financially well off today be- 
cause they acted on Kiplinger’s advice. 


Now, because the Kiplinger staff sees that we’re 
in a period of extraordinary opportunity, they 
have written a new book called Kiplinger Looks 
to the Future—Boom and Inflation Ahead. 


Specific Money Making Plans For You 


This is a truly amazing book. It spells out the 
events that will shape your life in the boom ahead 
But this book is not only a forecast—Kiplinger 
and his staff actually give different MONEY 
MAKING PLANS for each individual — the 
younger man with a modest income; the success- 
ful businessman or investor; the small investor 
and homeowner; the individual with a compara- 
tively fixed income; and others who play a vital 
role in our economy. 


Use it full year without risk. Only 


You'll find the answers to questions about your 
income, savings, job and business, investments 
and even your personal finances. Here are answers 
you must have to protect your savings from in- 
flation and to take advantage of important oppor- 
tunities for extraordinary gain. 


You'll learn which businesses will grow; what 
job opportunities are best; whether to buy 
stocks or bonds, try investment trusts or in- 
vestment clubs; whether to buy land or real 
estate: how to hedge against inflation and 
build inflation-proof retirement income. 


You Will Use This Book Daily as a 
Practical Guide to Your Own Advancement 


While others may be caught unaware, you will 
have the information to capitalize on events be- 
fore they occur. Kiplinger projects the economic 
picture as it will be 5, 10, 20 and 25 years from 
now. You will be well informed on the major 
changes ahead—population, new products, areas 
of. bbom—what they will mean for you and your 
children, for vour business and your investments, 
in the booming years to come. 


Use Kiplinger's Money Making Plans — 
For an Entire Year WITHOUT RISK 


For 35 years Mr. Kiplinger and his staff have 
advised executives of America’s largest firms. 
Now they have prepared BOOM AND INFLATION 
AHEAD. ° 


To obtain your copy, fill in the coupon below 
and mail to Simon and Schuster, Inc., Publishers, 
630 Fifth Avenue, New York 20, N. Y.; or to your 
bookseller. The price is only $1.95, but you don’t 
risk even this small sum. Use your copy for an 
entire year. Check Kiplinger's forecasts, apply 
his money-making plans to your own business, 
job, investments, personal finances. After a year, 
if you have not profited, return the book for a 
full refund. You risk nothing. Don’t be among 
those who face the future unprepared. With 
Kiplinger's book you can plan for the future 
now. Send for your copy today. 


$495 








To Your Bookseller or 


630 Fifth Avenue, New York 20, N. Y 


Send me copies of ‘Boom and Infla- 
tion Ahead.” | enclose $1.95 per copy with 
the understanding thot | can return book(s 
anytime within a year and receive a refund. 
| risk nothing 


UNDER EXTRAORDINARY ONE-YEAR GUARANTEE 


SIMON AND SCHUSTER, INC., Publishers, Dept. K-19 


| AApLINGER LOOKS T 


| 


1-YEAR 
GUARANTEE 


W. M. KIPLINGER co-author (with 
Austin Kiplinger) of ‘‘Boom and 
Inflation Ahead,’’ is the writer 
of the famous Kiplinger Letters 
He has called the turn on every 
major boom or recession since 
the early twenties. 


0 THE FUTURE 


It Will Pay You to 
Know Kiplinger’s 
Answers to These 
Questions Affecting 
Your Job, Your 
Business, Your Family, 
Your Future 

Security 


. Which businesses will grow? 
. How you can benefit most 


from the boom ahead. 


. How to safeguard the value 


of your dollar. 


. Where will the best jobs be? 


Where are executives 
needed? 


. Should you buy stocks? Buy 


bonds? What kind? 


7. Own your own business? 
8. Is life insurance a good buy? 
9. What careers offer the best 


opportunities? 


. When and how to invest for 


retirement. 


. How to save interest on your 


mortgage. 


. Should you buy a house now? 
. How you can plan for financial 


independence. 


. Sending your children to 


college. 


. Should you buy land? Buy 


real estate? 


. How to make money overseas. 
. What will inflation do to your 


retirement income? 


. What's the likelihood of an- 


other war? 


. What to do if you have saved 


money. 





See and profit from 
Name ‘Boom and Inflation 
— Ahead”’ for an entire 
year without risk. 
we r and if you are not 
Address satisfied return it 
for full refund. 








Simon and Schuster, Publishers 
Rockefeller Center, New York 
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SPECIFICALLY FOR THE 
BUSINESS EXECUTIVE 


LATE SPRING 


Robert M. Allen, PERSONALITY AS- 
SESSMENT PROCEDURES ( Harper ) 
Kenneth J. Arrow, Samuel Karlin & 
Herbert Scarf, sTUDIES IN THE 
MATHEMATICAL THEORY OF INVEN- 
TORY AND PRODUCTION (Stanford ) 

Emil J. Belanger, MODERN MANU- 
FACTURING FORMULARY (Tudor ) 

Duncan Burn (ed.), STRUCTURE OF 
BRITISH INDUSTRY, VOL. 1 (Cam- 
bridge ) 

Edward H. Chamberlin, Philip D. 
Bradley, Gerard D. Reilly & Ros- 
coe Pound, LABOR UNIONS AND 
PUBLIC POLICY (American Enter- 
prise ) 

Walter M. Daniels (ed.), AMERICAN 
LABOR MOVEMENT (H. W. Wil- 
son ) 

Wilma Donahue and others (eds. ), 
FREE TIME: CHALLENGE TO LATER 
mMaTuRiTY ( Univ. of Mich. ) 

Sherman F. Feyler, 1ncOME GROWTH 
WITH SECURITY: THE PLAN SOLU- 
TION FORMULA ( Macmillan ) 

Kenneth F. Gantz (ed.), UNITED 
STATES AIR FORCE REPORT ON THE 
BALLISTIC MISSILE: ITS TECHNOL- 
OGY, LOGISTICS AND STRATEGY 
(Doubleday ) 

D. W. Gotshalk, PROMISE OF MODERN 
LIFE: AN INTERRELATIONAL VIEW 
(Antioch ) 

Daniel M. Holland, THE INCOME- 
TAX BURDEN ON STOCKHOLDERS 


(Published for the National Bu- 
reau of Economic Research, 
Princeton ) 

David Hymes, PRODUCTION IN AD- 
VERTISING AND THE GRAPHIC ARTS 
( Holt ) 

Harry Kursh, APPRENTICESHIPS: 
GOLDEN OPPORTUNITIES IN INDUS- 
TRY ( Norton ) 

Chester A. Lawson, LANGUAGE, 
THOUGHT, AND THE HUMAN MIND 
(Mich. State ) 

Charles E. Lindblom (ed.), YALE 
ECONOMIC PAPERS; NO. | ( Yale) 
Clarence D. Long, LABOR FORCE 
UNDER CHANGING INCOME AND EM- 

PLOYMENT ( Princeton ) 

Harold F. Lusk, LAW OF THE REAL 
ESTATE BUSINESS ( Irwin ) 

Thomas C. McCormick & Roy G. 
Francis, METHODS OF RESEARCH IN 
BEHAVIORIAL SCIENCES ( Harper ) 

John Perry, YouR CHOICE OF 17 MIL- 
LION JOBS: THE STORY OF INDUSTRY 
IN ACTION (McGraw) 

Roland R. Renne, LAND ECONOMICS; 
REV. ED. ( Harper ) 

Virgil K. Rowland, tmpRovING MAN- 
AGERIAL PERFORMANCE ( Harper ) 

Jesse H. Shera and others, 1tFORMA- 
TION RESOURCES: A CHALLENGE TO 
AMERICAN SCIENCE AND INDUSTRY 
( Interscience ) 

Charles W. Smith, TARGETING SALES 
EFFORT (Columbia ) 

Nila Banton Smith, READ FASTER— 
AND GET MORE FROM YOUR READING 
( P.-Hall ) 

Jack Stark, sucCESSFUL PUBLICITY 








which “an approach is made to a 
description of physics as it is 
today.” It includes discussions of 
wave mechanics, supersonics, 
and radiocarbon dating, among 
other developments. 

The other is THE REVOLUTION 
IN PHYSICS: A NON-MATHEMATICAL 
SURVEY OF QUANTA by Louis de 
Broglie, famous French creator 
of wave mechanics, winner of the 
1929 Nobel Prize in Physics, sec- 
retary of the French Academy of 
Science, and winner of the Ka- 
linga Foundation prize for excel- 
lency in science writing. Need 
more be said? 


AND PUBLIC RELATIONS IN REAL ES- 
TATE (P.-Hall) 

Frederick F. Stephan & Philip J. 
McCarthy, SAMPLING OPINIONS: 


AN ANALYSIS OF SURVEY PROCEDURE 
( Wiley ) 


EARLY SUMMER 


James A. Decker (ed.), Goop Bust- 
NESS TREASURE CHEST (A collec- 
tion of articles from business 
magazines, Hawthorn ) 

Eli Ginzberg (Author of What 
Makes an Executive ), HUMAN RE- 
SOURCES: THE WEALTH OF A NA- 
TION (S. & Schuster ) 

Everett C. Hughes, MAN AND HIS 
work (Free Press ) 

Carl Koch, aT HOME WITH TOMOR- 
row (Ideas on the future of 
home-building, Rinehart ) 

Capt. Burr W. Leyson, MORE MAR- 
VELS OF INDUSTRIAL SCIENCE ( Dut- 
ton ) 

Albert Mueller-Deham, HUMAN RE- 
LATIONS AND POWER ( Philosophi- 
cal ) 

I. S. Shklovsky, cosMic RADIO EMIS- 
sion (On radio astronomy, Har- 


vard ) 


LATE SUMMER 


M. T. Copeland, AND MARK AN ERA: 
THE STORY OF THE HARVARD BUSI- 
NESS SCHOOL ( Little ) 

David H. Finnie, pEsERT ENTERPRISE 
(Oil industry, Harvard ) 

G. H. Stanford, THE CONDUCT OF 
MEETINGS (Oxford ) 





For swirt but excellent briefing 
for the tours of the chateaux, ca- 
thedrals, and museums—as well 
as for the stopovers at the festi- 
vals dotting the European calen- 
dar for the tourist season, the 
books below are well worth tuck- 
ing in. 

PHILOSOPHY IN A NEW KEY: A 
STUDY IN THE SYMBOLISM OF REA- 
SON, RITE, AND ART, by Susanne K. 
Langer (Professor of Philosophy 
at Columbia). Dr. Langer out- 
lines a theory that not only lan- 
guage is a process of symbolic 
transformation, but that the arts 
can also be conceived as symbolic 


schemata, still thoroughly ra- 
tional, though not discursive. 
They are as concerned with 
meaning as is language, she feels, 
and their organization of percep- 
tion is based as primarily on 
forms as is that of language. 

ARTS AND THE MAN: AN INTRO- 
DUCTION TO AESTHETICS by Irwin 
Edman (late Professor of Philos- 
ophy at Columbia). This book is 
an indispensable aid for any sym- 
pathetic approach to the arts. 
Edman stresses that “All the arts 
in one way or another, to some 
greater or lesser extent, interpret 


life.” (p. 29) 
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And no less relentlessly does The Reuben H. Donnelley Corpo- 
ration stay on the trail of the highly mobile U.S. population to make 
sure of maximum deliverability for advertisers and their dealers 
who use Donnelley Consumer Family Lists. 

It does take dogged determination to find out where the new sub- 
divisions are . . . where the housing projects will be . . . where even 
a single new home has been built in an established area . . . where 
and when postal changes are taking place—in fact, to gather all the 
information it takes to maintain the Donnelley Consumer Family 
list at peak quantity and quality. 

Complete, accurate and current lists are only one of our direct- 
mail services. In addition, we offer creative talent, and processing 
and mailing facilities unmatched in the direct-mail field. 

If your advertising-sales-promotion plans include large-scale 
mass or selective mailings, it will pay you well to consult with us in 
the early stages of your planning. 


DIRECT MAIL DIVISION 
THE REUBEN H. DONNELLEY CORPORATION 
CHICAGO: 407 E. 25th St. MOUNT VERNON, N. Y.: 230 E. Sandford Bivd. 


LOS ANGELES: 4632 Santa Monica Blvd. 


DIRECT MAIL PROGRAMS e MAILING SERVICES e CONTEST 
JUDGING « PREMIUM MAILINGS 





PEOPLE WILL BE 
TALKING ABOUT 


LATE SPRING 


Harry Emerson Fosdick, riversive 
SERMONS ( Harper ) 

J. Robert Moslin, George B. Leon- 
ard, Jr. & William Attwood, THE 
DECLINE OF THE AMERICAN MALE 
(Random ) 

Philip O'Connor, MEMOIRS OF A PUB- 
Lic BABY ( Brit. Book Centre ) 

Boris Pasternak (Russia’s greatest 
living writer), DOCTOR ZHIVAGO 
( Pantheon ) 

Joseph H. Peck, M.D., ALL ABOUT 
MEN ( P.-Hall) 

Jack Redding ( Former head of pub- 
lic relations for the National 
Democratic Committee), INSIDE 
THE DEMOCRATIC PARTY (B.- 
Merrill ) 


AESTHETICS AND HISTORY by 
Bernard Berenson, the greatest 
living authority on Italian art. He 
calls this work “an approach to 
art theory and art history.” It is, 
moreover, a rich book that needs 
no recommendation other than 
the name of its author. As a clas- 
sicist, he is of course extremely 
critical of modern painting. 

THE CHANGING FORMS OF ART by 
Patrick Heron, the outstanding 
British artist and art critic. This 
book is a companion piece for 
examination 
of contemporary painting and 
sculpture is diametrically op- 
posed to Berenson’s, but just as 
excellent in its way. 


Berenson’s, as _ its 


RELIGIOUS ART FROM THE 
['WELFTH TO THE EIGHTEENTH CEN- 
rury by the eminent French art 
historian, Emile Male. This book 
traces the development and 
changes of religious art and ico- 
nography and provides a key to 
their religious content. It is a clas- 


sic that would make an especially 
illuminating guide for the tourist 
who plans to visit European ca- 
thedrals. 


A SHORT HISTORY OF MUSIC by 


EARLY SUMMER 


Agatha Fassett, THE NAKED FACE OF 
GENIus (A new study of Barték, 
H. Mifflin ) 

Philip Hamburger, MAYOR WATCH- 
ING AND OTHER PLEASURES ( Rine- 
hart ) 

Robert Jungk, A THOUSAND SUNS: 
THE STORY OF THE ATOMIC PHYSI- 
cists (H. Brace) 

Harold Livingston, THE FABULOUS 
onEs (H. Mifflin ) 

Alberto Moravia, TWO WOMEN ( Far- 
rar, Straus ) 

Ezra Pound, PAVANNES AND DIVAGA- 
TIons (New Directions ) 

Mary Renault, THE KING MUST DIE 
( Book-of-the-Month Club mid- 
summer selection, Pantheon ) 

Helga Sandburg (Carl Sandburg’s 
daughter), THE WHEEL OF EARTH 
(McDowell ) 


Ignazio Silone, THE SECRET OF LUKE 
( Harper ) 

Jerome Weidman, THE ENEMY CAMP 
(Random ) 

David Weiss, SACRED AND PROFANE 
(Based on the life of Isadora 
Duncan, Putnam ) 


LATE SUMMER 


Thor Heyerdahl (author of Kon- 
Tiki), aku-aku (Rand McNally) 

C. Northcote Parkinson, THE EVOLU- 
TION OF POLITICAL THOUGHT (H, 
Mifflin ) 

Drew Pearson & Jack Anderson, 
U.S.A.: SECOND CLASS POWER? (S. & 
Schuster ) 

Ezra Pound, piptycu (New Direc- 
tions ) 

Nathalie Sarraute, PORTRAIT OF A 
MAN UNKNOWN (Braziller) 





Alfred Einstein, internationally 
famous musicologist and late Pro- 
fessor of Music at Smith. Won- 
derfully simple and complete, it 
justifies its cover blurb, “Few 
books so happily and exactly live 
up to their titles.” 

THE STRUCTURE OF MUSIC: A LIS- 
TENER S GUIDE (A STUDY OF MUSIC 
IN TERMS OF MELODY AND COUN- 
TERPOINT ), a much-praised book 
by Robert Erickson, composer 
and instructor in musical theory 
at San Francisco State College. 
It is a book to both cultivate the 
ear and satisfy the mind. 

IN SEARCH OF THEATRE by Eric 
Bentley, one of the three or four 
leading contemporary theatre 
critics and directors. Basically an 
argument for realistic theatre as 
against aesthetic theatre (his 
terminology ), it gives a critical 
survey of the best Western drama 
since the end of World War ILI. 
(By the same author: What Is 
Theatre?, The Playwright as 
Thinker, and The Dramatic 
Event. ) 

THE IDEA OF A THEATRE: THE 
ART OF DRAMA IN CHANGING PER- 
spECTIVE by Francis Fergusson, 
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one of America’s foremost drama 
and literary critics. It is an anal- 
ysis of “the art of imitating 
action” as it is realized in the var- 
ious theaters of our tradition. Fer- 
gusson bases his analysis upon an 
analogy to Dante’s Divine Com- 
edy, a plea for a theatre of human 
life, with an eye “always directly 
upon the life of the psyche in its 
shifting modes of being, its 
thought, its suffering, and its con- 
templation.” 


AMONG THE books coming out in 
the late spring and early summer, 
a large proportion naturally focus 
upon the season’s activity (or 
nonactivity ). A number of them 
seem particularly apropos here. 
One is Bernard S. Myers’ UNDER 
STANDING THE ARTS, due in June 
and described as a lavishly illus- 
trated book that is at the same 
time comprehensive and useful. 
Richard Joseph’s 1958 wort 
WIDE MONEY CONVERTER AND TIP- 
PING GUIDE is this year’s issue of 
an old favorite. 

It is unfortunate in many ways 
that the elaborately supervised 
tour has replaced the old 
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Baedeker-carrying _ freelancer. 
For those who still prefer a lei- 
sured pace all their own or are 
now well enough acquainted to 
take off by themselves, the Blue 
Guides, published by Rand 
McNally in the United States 
and in France by the Librairie 
Hachette, are seldom-surpassed 
guides and commentaries. (Some 
claim the Nagel Travel Guides 
are better. ) 

The famous Michelin starred 
guides to French restaurants are 
old and trusted standbys, but this 
year there are two new books for 
gourmets and food lovers in gen- 
noting: Waverley 
FOOD OF FRANCE, 


eral worth 
Root’s THE 
which takes up the gastronomic 
specialties of France, region by 
Alexander Watt's 
PARIS BISTRO COOKERY, Which by- 


region; and 


passes the Michelin recommen- 
dations and concentrates on the 
less-known but equally inter- 
esting small bistros (and includes 
an excellent table of cheeses and 
comparative vintages of wines, 
and a_ glossary of Parisian 
dishes ). 

For those planning to observe 
the Lourdes centenary, two not- 
so-recent but deservedly popular 
books should be brought to atten- 
tion: Franz Werfel’s THE SONG OF 
BERNADETTE and Ruth Cranston’s 
THE MIRACLE OF LOURDES. 

A new kind of guide is due in 
June that should be of comfort to 
many: MEDICAL GUIDE FOR TRAV- 
ELERS by Richard T. Atkins, M.D. 
It offers full information on im- 
munizations, climatic conditions, 
available medical care (includ- 
ing names, addresses, and tele- 
phone English- 
medical 
schools and hospitals, infant care, 
and special health hazards in 
every area; and translation tables 
for hundreds of phrases used to 
discuss health problems in a for- 
eign country. 


numbers of 


speaking physicians ), 


There is an English-language 
monthly magazine called Made 
in Europe, currently edited 
at Frankfurt-am-Main, Western 
Germany, that is a sort of con- 
sumers’ guide for buyers of Euro- 
pean quality merchandise. (It 
appears to contain description, 
but little evaluation. ) 

Several books published in late 
May or June were timed for 
those who will go to Israel for the 
celebration of the tenth anniver- 
sary of that state. They include 
Suez and After by Michael 
Adams, Land Between: The Mid- 
dle East by Francis Copeland, 
The Challenge of the Middle East 
by J. C. Hurewitz, The Course of 
Modern Jewish History by How- 
ard M. Sachar, State of Israel by 
L. F. Williams, and the picture 
book in commemoration—Israel, 
Tenth Anniversary Album, edited 
by Dr. Yigael Yadin and Abra- 
ham Harman. 

Edmund Wilson, with his se- 
ries of New Yorker articles on the 
Dead Sea Scrolls, precipitated a 
prodigious outpouring of litera- 
ture on the subject. The spring 


and summer lists are especially 
heavy with it—probably in antici- 
pation of the tourist trade to the 
Holy Land. Among them are 
More Light on the Dead Sea 
Scrolls by Millar Burrows, The 
Ancient Library of Qumran and 


Modern Biblical Studies by 
Frank Moore Cross, Jr., The 
Dead Sea Scrolls and the Living 
Church by Carl G. Howie, The 
Lost Years of Jesus Revealed and 
The Great Religious Leaders by 
Charles Francis Potter, Studies 
on the Text of the Desert of 
Judah, Vol. 1, The Manual of Dis- 
cipline by P. Wernberg-Moller, 
and New Testament Introduction 
by Alfred Wikenhauser. 


THERE ARE a few new back- 
ground books that should find 
space here for those who will be 
headed in other directions than 
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Europe and Israel. They are Let's 
Visit Middle Africa by John C. 
Caldwell, The Heart of India by 
Alexander Campbell, Sources of 
the Japanese Tradition, edited by 
William T. de Bary and Ryusaku 
Tsunoda, Land Beyond the Nile 
by Malcolm Forsberg, Ethiopia 
Today by Ernest W. Luther, 
French West Africa by V. 
Thompson and R. Adloff, Saudi 
Arabia (rev. ed.) by Karl §. 
Twitchell, A Short History of 
India and Pakistan by T. Walter 
Wallbank, Iran: Past and Present 
by Donald N. Wilber, and India 
Changes! by Taya Zinkin. 


No MATTER where the vacation 
is spent, certain books recom- 
mend themselves to those days 
when pleasure reading can at last 
find a spot—fiction in business 
settings and light books on mis- 
cellaneous interesting subjects. 
For a sample list, investigate 
these: 


Independent 
of James 


Harry Barnard, 
Man ‘(Biography 
Couzens ) 

Martin 

Clifton Fadiman, Fantasia Math- 
ematica (Fantastic stories, di- 
versions, and oddments from 
mathematics ) 

Edwin Fadiman, Jr., The 21” 
Screen 

]. Harvey Howells, The Big Com- 
pany Look 

Henry James, The Art of Travel 

John Lodwick and D. H. Young, 
Gulbenkian (Picture of the 
richest man in the world) 

Bruce Marshall, The Accounting 

Elick Moll, Seidman and Son 

Pierrepont B. Noyes, A Goodly 
Heritage (Story of the Oneida 
Silver Company ) 

Mari Sandoz, The Cattlemea 

Herbert L. Stone and William H. 
Taylor, The America’s Cup 
Races (In anticipation of the 
major sporting event of this 
summer ) 


Dibner, Show Case 
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EACHING METHODS and procedures of today are a far cry from those 
of the “‘little red school house”’ days. 
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What promises to be one of the most outstanding innovations of 
this era is Educational Television for group instruction. 

Educational Television today is providing clearer, more accurate 
presentations before large class groups, and is recognized as a possible 
solution to the present overcrowded classroom conditions. 

ETYV definitely is past the experimental stage, and is proving to be 
applicable in many fields of study and group instruction. For instance, 
schools like Miami University, Fisk University, U. of Florida, U. of 
North Dakota, U. of Toledo and others are successfully using Sarkes 
Tarzian equipment—complete package installations—engineered and 
produced for this purpose. Tarzian is a pioneer in the field of ETV 
systems. Since 1949, we have been designing and manufacturing a com- 
plete line of broadcast and closed circuit television equipment. Always 
we have stressed simplicity and reliability of operation . . . ease of 
maintenance . . . low initial cost, as well as low operating cost. An ade- 
quate Educational TV system—engineered to individual requirements 
—is available from Sarkes Tarzian, Inc. for as little as $15,000. This 
includes ALL basic equipment and is approved for government use. 
m- May we submit a proposal to meet your requirements? Write to 
” Broadcast Equipment Division for our pamphlet, “EDUCATION BY 


ing; 
the 


TELEVISION’ —a non-technical piece prepared by Tarzian engineers. 


SARKES TARZIAN, Inc., Bloomington, Indiana 


Hing . . 
Electronic Products and Services 
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TV Stations: WTTV (Channel 4-Bloomington) + WPTA (Channel 21-Ft. Wayne) 
Radio Station: WTTS (1370-Bloomington) 
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THE BURGEONING OF ECONOMICS 


THE PROCLIVITY Of economists to 
turn to other disciplines is about 
as pronounced as the failure of 
other disciplines to turn to eco- 
( Talcott 
Frank Knight immediately come 
to mind.) In Kenneth Boulding 
we have the most recent example 


nomics. Parsons and 


of a substantial broadening of in- 
terest by a highly competent 
economist. This tendency is not 
particularly curious for econo- 
mists, since they deal with human 
behavior. It is little wonder that 
after mastering the technical eco- 


nomic models, 


concepts and 
economists should begin to ques- 
tion the basic maximization and 
rationality This 
leads logically into the realms of 


assumptions. 


psychology, sociology, philoso- 
phy, and political science. But all 
too often the economist finds 
these closely related disciplines 
in a rather ambiguous state. Thus 
he invents his own psychological 
or sociological propensities. In 
The Image,' however, Boulding 
has gone much further than this 
and has attempted to find a single 
principle explaining all behavior 
—plant, animal, human, societal, 
and even inorganic! 

The basic propositions of The 
Image may be summed up as fol- 
lows: Behavior depends upon 
images, that is, any organism's 
view or “knowledge” of anything. 
At birth the mind is simply a 
tabula rasa (a la John Locke) 
upon which experience writes. 
“Bridey- 


concept, 


According to this 
Murphy-be-damned” 
images are built up as a result of 
experience and are changed or 
modified by messages coming to 
the organism from “nature.” Or, 
in the case of man, the images 
may be self-determined, originat- 
ing from his own consciousness 


‘(Ann Arbor: University of Michigan 
Press, 1956, pp. 175. $3.75. ) 
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independent of messages from the 
real world. Particularly for man 
there are certain “value” images 
and, as a consequence, “there are 
no such things as facts. There are 
only messages filtered through a 
changeable value system.” (p. 
14) Thus, there is no objective 
truth or reality independent of an 
observer—a proposition that in 
the extreme leads to philosophi- 
cal skepticism. 

In any event, the image con- 
sists of subjective knowledge that 
governs behavior. Thus, to under- 
stand the behavior of plants, ani- 
mals, or society at large, we must 
have a knowledge of their respec- 
tive motivating images. Boulding 
calls the study of the image, “ei- 
conics,” the purpose of which is 
to examine the structure, deter- 
minants, and development of the 
image. Since all disciplines are 
concerned with the behavior of 
something, it follows that all sci- 
ences must be concerned with 
eiconics. 

But what is the difference be- 
tween the image and other be- 
havioral determinants often sug- 
gested? For Boulding, the image 
is vastly broader and completely 
general. It can refer to anything 


that has behavior or responds to 
stimuli. Even a mechanical ther- 
mostat has an image, namely, the 
temperature at which it is set. The 
behavior of a single cell, mole- 


cule, or virus “cannot be under- 
stood unless we assume that in 
some sense it has ‘knowledge, 
that is, an image of its environ- 
ment—that it interprets the in- 
formation which it receives into a 
form of knowledge structure.” (p. 
23) Admittedly the image be- 
comes more complex at higher 
levels of organization (for exam- 
ple in man) but it also becomes 
“an increasingly important part 
of any theoretical model.” (p. 31) 
Thus eiconics becomes more im- 
1958 


by George W. Wilson 


portant and should be explicitly 
recognized when we seek to 
analyze those complex organ- 
isms that tend to develop elabo- 
rate value systems and _ self- 
determined images. 

Now this theory of the image 
seems to be saying that some- 
thing, call it X or Image, deter- 
mines all noninert behavior. The 
specific stimulus may be free will, 
conditioned or automatic re- 
flexes, instinct, emotion, or faith, 
but all of these are subsumed 
under the concept of the image. 
However, if we lump all specific 
rationalizations or explanations 
of observed behavior under a 
portmanteau concept called X or 
Image, does this either get us 
anywhere or establish a new sci- 
ence (eiconics ) as Boulding pro- 
claims? 

Assume that eiconics does in 
fact represent a new potential 
science. Such a science could 
scarcely get off the ground since, 
as in the Heisenberg principle 
of indeterminancy in physics, 
the very act of studying the image 
would necessarily alter the origi- 
nal image, especially as it pertains 
to self-conscious man. The image 
being investigated would become 
intimately bound up with the in- 
vestigation itself. If the original 
image changes during the process 
of analysis, the nature and struc- 
ture of the original image can 
never be known. Thus, the image 
cannot be known, except in the 
case of lower levels of organiza- 
tion where “we can get along al- 
most without any concept of the 
image at all.” (p. 31) In short, 
where the image is knowable it is 
superfluous. Thus when Boulding 
remarks that he raises the ques 
tion of his new science “partly in 
jest” (p. 148) I am inclined to 
take him at his word. 

Furthermore, the omnibus and 
universally applied concept of 
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THE COLLECTIVE BARGAINING AGREE- 
MENT: ITS NEGOTIATION AND 
ADMINISTRATION 


THE EFFECTS OF THE ST. LAWRENCE 
SEAWAY ON GRAIN MOVEMENTS 


by Joseph R. Hartley. A unique and intensive analysis 
of the Seaway—its potential and probable impact upon 
the economic development of the Great Lakes area and 
the national economy. Emphasizes possible changes in 
internal transportation structures. Oriented toward the 
grain trade, but applicable for any study of the limita- 
tions and benefits of this new commercial channel. 


cloth $4.75 


by Fred Witney. A careful review of the responsibilities, 
problems, and processes of collective bargaining. Serves 
as a valuable handbook for both labor and business 
leaders responsible for collective bargaining negotiations 
and administration of contracts, and as an authoritative 
and thorough analysis of this timely topic for students 
of labor relations. 


paper $3.75 paper $1.75 


business abroad 


MANAGEMENT PHILOSOPHY AND 
PROCESS: THE EUROPEAN POINT 
OF VIEW 


ECONOMIC AND BUSINESS POLICIES 
ABROAD 


edited by William R. Hoskins and Fred W. Kniffin. A 
stimulating compilation of papers prepared for a recent 


edited by John F. Mee and L. L. Waters. An authoritative 
discussion of European management philosophy by nine 


European business educators and leaders, who have spent 
a year in the United States establishing contacts with in- 
dustries in their areas and observing our collegiate educa- 
tion for business. 


conference on managerial problems encountered in inter- 
national business operations. Authors include Lincoln 
Gordon, Howard Whidden, David MacEachron, John 
Adler, and several European authorities. 


paper $.60 


HOW TO WRITE BETTER BUSINESS 
LETTERS 


by Jean C. Halterman. An up-to-date and popular hand- 
book of current practice in business letter-writing. Dis- 
cusses—with practical examples—the parts of a letter, 
form, appearance, and planning. Gives fourteen specific 
ways to improve letter writing techniques. 


paper $.60 


paper $.60 


practical guides 


RECENT DEVELOPMENTS IN ECONOMIC 
FORECASTING 


by John P. Lewis. A brief, readable explanation of inno- 
vations in the scientific techniques for determining eco- 
nomic forecasts of general business conditions. Places 
special emphasis on model-building methods. Makes use 
of both receipts and expenditures data. 

paper $.25 


coming late summer 


TRADING STAMP PRACTICE AND 
PRICING POLICY 


edited by Albert Haring and Wallace O. Yoder. The 
most comprehensive discussion yet published on the use, 
problems, results, and implications of trading stamps as 
a promotional tool. An unusually heavy advance-order 
sale, indicating widespread acceptance of this volume as 
a leading reference work in its field. 


cloth $6.00 


mail order and remittance to 
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THE CHANGING FORM OF EUROPE'S 
ECONOMY 


edited by L. L. Waters. Timely articles by outstanding 
European businessmen and business scholars, who are 
currently studying U. S. business practices and education 
under the auspices of the European Productivity Agency. 
Examines the Common Market, atomic energy and auto- 
mation, and training for management. 


paper $1.00 
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the image assumes a basic deter- 
mining unity amidst apparent 
motivational diversity. Boulding 
appears to have gone much too 
far in seeking a unity among all 
disciplines in the concept of the 
image. This simply masks the 
complexity and differences of 
motivation among plants, ani- 
mals, man, and society. 

However, though one may 
have serious reservations about 
the image (i.e., my image of 
Boulding’s image has been fil- 
tered through a highly skeptical 
value system ), there are two par- 
ticular virtues to the book. 

e First, the emphasis upon a basic 
unity among all disciplines, even 
though misplaced, is a far healthier 
thing than the excessive and confin- 
ing specialism that has grown up 
around us. 

e Second, Boulding has much 
more success in applying the con- 
cept of the image and, in particular, 
the image-message relationship, to 
human organizations. His theory of 
the political process provides one of 
the best and most challenging views 
of political institutions I have seen, 
and the application of the image to 
history is likewise artful and reveal- 


ing. 

Indeed, specific portions of this 
book contain minor gems that 
make the whole thing worth 
while. It is chiefly the over-all, 
sweeping claims for and the al- 
leged universalism of the image 
that are pretty hard to swallow, 
especially if they are to be used as 
the basis of a brand new science. 
Furthermore, Boulding has in the 
past shown a propensity to dump 
very old wine into new and rather 
grotesque bottles (as in his Re- 
construction of Economics ). One 
has the feeling that he has done 
itagain in The Image. However, 
his boldness, verging on audacity, 
cannot help but evoke a certain 
grudging admiration. The book 
deserves more attention than it 
has yet received. 





A MORE RECENT product of Bould- 
ing’s indefatigable hand is Princi- 
ples of Economic Policy,? which 
reveals his substantial economic 
as well as his theoretical capabili- 
ties. This is fundamentally a basic 
text in economics, but it differs 
from most texts in two important 
respects: 

e It extends beyond the usual 
confines of economics and devotes 
considerable attention to economic 
justice and freedom as well as to the 
conflict between means and ends. 

e It omits the economic tools of 
analysis. 

With respect to the first differ- 
ence Boulding has been emi- 
nently successful. Not only is this 
a laudable attempt in itself, but 
he has done a masterful job in 
building analytical schemata and 
developing ways of looking at 
phenomena that have extremely 
wide areas of application. Per- 
haps it is this ability and pen- 
chant that impels Boulding be- 
yond the confines of traditional 
economics. He conceives of phe- 
nomena en totalité, and with 
great artistry and _ intellectual 
acumen he analyzes a large vari- 
ety of disciplines with a single 
general theory quite often taken 
initially from economics (see his 
recent article in Saturday Re- 
view*). This extension of well- 
known economic principles to 
other disciplines is most provoca- 
tive and provides considerable 
insight into a wide range of the 
social sciences. It is eminently 
suited to a book dealing with eco- 
nomic policy, since economic pol- 
icies have such far reaching polit- 
ical, social, and psychological 
effects. Strictly economic consid- 
erations are too narrow for prac- 
tical economic policy, and Bould- 
ing does a distinct service not 


2 (Englewood Cliffs, N. J.: Prentice- 
Hall, Inc., 1958, pp. vi, 440. $5.95.) 

3“The Jungle of Hugeness,” Saturday 
Review (March 1, 1958), pp. 11 ff. 
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Bach, G. L. Inflation: A Study in 
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Brown University, Providence, 
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Baer, Hans J. The Banking System 
of Switzerland. Hafner, 
York, 1957. $2.75. 

Barton, W. L. How They Handle 
Their Personnel. Management 
Publishing Corporation, Green- 
wich, Conn., 1957. 

Benedict, M. R., and O. C. Stine. 
The Agricultural Commodity 
Programs. Twentieth Century 
Fund, Baltimore, 1956. $5.00. 

Bowers, E. L., P. G. Craig, and Wil- 
liam Papier. Financing Unem- 
ployment Compensation. Ohio 
State, Columbus, 1956. 

Briscoe, J. W. The Great Prize. 
Pageant, New York, 1956. $5.00. 

Clark, J. M. Economic Institutions 
and Human Welfare. Knopf, New 
York, 1957. 

Colm, Gerhard, and Theodore Gei- 
ger, with the assistance of Man- 
uel Helzner. The Economy of the 
American People. National Plan- 
ning Association, Washington, 
1958. $2.00. 

Daniel, John. Labor, Industry, and 
the Church. Concordia, St. Louis, 
1957. $2.75. 

Das, Nabagopal. Industrial Enter- 
prise in India. Orient Longmans, 
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Dunn, L. A. Dynamic Selling. Van- 
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New 





only by bringing up these sub- 
jects but by bringing them into 
the framework of economic anal- 
ysis. 

However, the deliberate omis- 
sion of the tools of the economic 
trade has less desirable results, for 
Boulding has to use these tools in 
his analysis. The failure to de- 
velop and explain them leaves 
this a book that is too much for 
the novice and too little (for the 
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initiate. 
Though the novice would find 
much of value here, he would not 


most part) for the 


have the assurance nor the clarity 
and precision of thought that go 
along with the careful exposition 
of techniques. A little more forth- 
right development of tools would 
have helped in those chapters 
(the majority ) that deal with the 
traditional economic subject mat- 
ter. Because of this problem the 
reviewer wonders for whom this 
book was meant and where it 
could fit into the academic cur- 
riculum. The book might, how- 
ever, be eminently suitable for a 
beginning course in economics, 
since it would leave the instructor 
with much to do in developing 
the techniques. Too many of the 
present texts leave the instructor 
with no new important area to 
cover, and thus impel sheer repe- 
tition (that is, “clarification” ) of 
the text, carping criticism, or em- 
phasis upon trivia in the lectures. 
A book with such a large area de- 
liberately left unplowed restores 
some worthwhile function to the 
lectures, and invites discussions 
of the 
Boulding has assembled. 


provocative material 


ContrastinG The Image and 
Principles of Economic Policy 
makes it apparent that Boulding’s 
success in generalizing and inte- 
grating is greatest when he works 
from his own field (economics ) 
out; that is, when he applies cer- 
tain well-known general eco- 
nomic concepts to areas not tra- 
ditionally covered in economics 
texts. He is less successful when 
he starts from a very generalized 
concept derived outside his field 
of major competence and then 
works, in a sense, inward toward 
specific disciplines. In short, his 
achievement is greatest (and is 
works 


considerable) when he 


centrifugally instead of centripe- 
tally. 
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BEHIND THE LINES 


continued from page 2] 


an expert on production manage- 
ment, and as a former production 
engineer for General Electric, he 
is particularly interested in the 
management of scientific re- 
search in industry. A 1940 gradu- 
ate of Purdue University with a 
B.S.M.E., he worked for the 
Massey-Harris Company both as 
Assistant to the Vice President of 
Manufacturing and as General 
Manager of the Goble Disc Divi- 
sion. He later obtained the 
M.B.A. and D.B.A. from Indiana, 
and has written various books on 
production management while 
on the Indiana University School 
of Business faculty. 


Our Technological Horizons edi- 
tor, Dr. Robert Turner, has 
turned over his column this 
month to Robert B. Fetter, As- 
sistant Professor of Industrial 
Management at the Massachv- 
setts Institute of Technology 
(where, by the way, he is an as- 
sociate of Dr. Eli Shapiro of the 
Business Horizons Advisory 
Board ). Dr. Fetter is now study- 
ing the application of _ the 
waiting-line theory to industrial 
servicing problems, and digital 
and analog simulation of operat- 
ing problems of management. On 
these subjects he has written 
“Waiting Line Models in Materi- 
als Handling,” and “Management 
Science: The Quantitative Anal- 
ysis of Management Problems.’ 
His contribution here is on analog 
computers. As a consultant, he 
has advised several business firms 
on production planning and con- 
trol, and operations analysis; i 
1949 he did personnel research 
for the Perfect Circle Corpora 
tion. His bachelor’s degree wés 
from Virginia Polytechnic Insti- 
tute, his M.B.A. and D.B.A. from 
Indiana. 












has 
this 
As- 
trial 
chu- 
logy 
n as- 
F the 
ISOT) 
udy- 
the 
strial 
igital 
erat- 
t. On 
‘itten 
ateri- 
ment 
Anal- 
ems. 
nalog 
t, he 
firms 
| con: 
is; m 
earch 


pora- 
> was 
[nsti- 
from 





ANNOUNCING 


Quickly Convertible to a beautiful table model by detaching legs. Non-metallic cabinet in 
mahogany, oak or cherry color finishes. In mahogany, $175.00; without legs, $169.90 (VHF). 
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a new kind of portable TV 


from Magnavox 


The Ideal Second Set. Here is the only tele- 
vision that meets all the requirements of a 
second set. Its attractive furniture styling 
in lustrous hand-rubbed finishes will add 
beauty to any setting . . . It’s easy to move 
. . . More than that, the Wellington 17’ 
(diagonal measure) is the only portable 
T'V that gives you all-important good sound, 
front-projected from a larger Magnavox 
speaker. The controls are up-front too, for 


magnificent 








easy operation. Your favorite programs look 
better and sound better with a Magnavox. 
Visit your Magnavox dealer. Choose 
from 44 beautiful styles, in all price ranges. 
Prove to yourself that Magnavox Tele- 
vision is the finest ... and the best buy on 
any basis of comparison. Magnavox is sold 
direct, only through a few stores in your 
community . . . carefully selected for their 
integrity and ability to serve you. 
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television ¢ high fidelity « radio-phonographs 


THE MAGNAVOX CO., FORT WAYNE, INDIANA 


Prices and specifications subject to change without notice. 
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